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THE BANKER 


A Banker’s Diary 


AN important influence on credit this month has been 
the new tap issue of 25 per cent. National War Bonds 
National Opened in the closing days of June. In 
War Bonds _ the first five days subscriptions reached the 
_and sum of £42.7 million, with the result that 
Savings severe c redit stringency over the turn of the 
half-year was only averted at the last moment by official 
intervention. With the redemption of £100 million of 
dissented Conversion 4} per cents. and with large dis- 
bursements of interest on Government stocks, credit once 
again became extremely plentiful in the early days of 
July. Reinv estment of the proceeds of maturing Con- 
version 44 per cents. has been reflected not only in the 
level of subscriptions to National War Bonds, but also 
in the results of the small savings campaign. By July 16 
subscriptions to the new 2} per cent. bonds totalled 
£,109,656,000, while in the week to July 9 small savings 
shot up to more than £20 million and in the following 
week were over £13 million. These figures should not 
inspire undue complac ency, for genuine current savings 
cannot be running at muc ‘+h more than £800 million per 
annum—say, £15 million per week—and the reinvest- 
ment of Conversion proceeds, while it may help to main- 
tain a firm tone for Government bonds, provides no fresh 
resources for the war effort. 


THE expansion in the note circulation continued, though 
at a diminishing rate, until July 10, when a peak level 
Note was reached of £610,378,000. This made 
Withdrawals an uninterrupted expansion of no less than 
Subside = —-£73,232,000 in eleven weeks, and left the 
circulation £102,449,000 higher than during the corre- 
sponding week in 1939. The Bank of England’s figures 
show that of the increase of {47.5 million during June, 
only £29 million represented an addition to the effective 
circulation, the balance going to strengthen bank till 
money reserves. In the circumstances, such an increase 
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represents quite a moderate provision for contingencies, 
and shows that the public has complete confidence in the 
arrangements made to ensure an adequate supply of 
currency at innumerable points throughout the country 
(including Post Offices) as a safeguard against an inter- 
ruption of transport. Thanks to the later reflux the 
reserve in the Banking Department recovered from 
21,228,000 to £23,065,000. As it seems reasonable to 


? 


f 
—_ ose that the widespread restrictions on holidays, 
including the cancellation of Bank Holiday, will damp 
down the normal seasonal movement, there is a good 
chance that the need for any further increase in the 
fiduciary issue in the near future will be avoided. 


As will be seen from the following table, the movements 
in the note circulation have had only a minor influence 
Wide on the credit position. The sweeping move- 
Fluctuations ments in bankers’ deposits have been due 
in Public almost entirely to large-scale movements of 
Deposits finds in and out of Government accounts. 


ANALYSIS OF BANK RETURNS 
({m.) 

Notes in Government Public Bankers’ 
Circulation Reserve Securities Deposits Deposits 

602.1 29.6 151.1 58.0 82.7 

608.2 3.0 71.2 16.6 140.1 

610.4 21.2 146." 22. 107.0 

17 .. 608.9 22.4 155.( 56.0 79.2 
24 .. 607.6 3.7 5 30.3 103.9 
The exceptionally large release of credit in the early 
days of the month was reflected on the one hand in a 
drop of no less than £41.4 million in public deposits, and 
on the other hand in a jump of £20.1 million in Govern- 
ment securities, und uubtedly representing Ways and 
Means advances, though on account of the suppression of 
the floating debt figures, this naturally cannot be con- 
firmed. In combination, these movements resulted in a 
jump of £57.4 million in bankers’ deposits to the excep- 
tionally high figure of {140.1 million. Within a fort- 
night, however, bankers’ balances were reduced to as 
little as £79.2 million—their lowest level since December, 
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1930—owing to a fresh immobilization of credit on public 
deposits. Once again the growing tightness of money 
was only averted by official action at the last moment. 


As was expected, bank deposits reached a new high 
record in June with a jump of £56.1 million to £2,469.4 
million. Unlike the preceding jump of £60 
million in May, however, this rise does not 
indicate a rapid inflation of bank credit to 
pay for the war. To the extent of no less 
than £44.5 million, the increase in deposits was apparent 
rather than real. It was due merely to a jump in items 
in course of collection and in transit, reflecting the wholly 
abnormal volume of cheques drawn over the turn of the 
half-year largely in respect of applications to the new 
National War Bond issue. Thus the actual addition to 
bank assets, as will be seen from the following summary 
of the principal changes, was no more than {11.5 
million : 


Deposits 


CLEARING BANK RETURNS 
(£{m.) 
June Change on Change on 
1940 Month Year 
Deposits .. 2,469.4 + 56.1 + 250.6 
Advances - 962.5 * 20 24.8 
Investments... 636.2 + 3.0 + 36:2 
Bills - rv 384.1 — 24:6 — 235.4 
Call money a 166.1 + 22.4 + W3 
Cash Tr is 269.6 r 12.6 + 34.4 
Items in course 
of collection 
and in transit +4 + 44.5 + 53.8 
C % % 
Cash to deposits 10.92 + @.47 r 0.32 
It will be seen that money market assets, taken together, 
show practically no change, though the normal suspen- 
sion of bill purchase over the turn of the half-year was 
reflected in a sharp decline in bills and a corresponding 
increase in call money. Advances showed a further small 
decline and investments a further slight increase. Thus 
the whole of the true increase in deposits is more than 
accounted for by the increase of £12.6 million in cash, 
raising the ratio to deposits almost to I1 per cent. 
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IN view of the very slight increase in bank deposits it is 
of interest to see how the June deficit of no less than £209 
million was financed. Sales of Savings 
Certificates and other small savings cannot 
have amounted to much more than £60 
million, while subscriptions to the National 
War Bond issue in the first five days amounted to £43 
million, leaving £94 million still to be accounted for after 
allowing for the £12 million increase in bank deposits. 
Some £50 million of this was provided by the increase in 
the note circulation, and the balance would represent 
extra-budgetary receipts, in which the main item would 
be payments by importers for the foreign exchange 
required to pay for our surplus of imports. 


How June 
Deficit was 
Financed 


THE German invasion of France and the Channel Islands 
has raised a host of new legal problems concerning the 
position of customers now in this country, 

Ps who had accounts with bank branches in 
on il these territories. Established law is clear 
Territory that a depositor is only entitled to present 
his claim at the head office of the bank if 

the branch holding his account is closed or if the whole 
bank goes into liquidation. British Banks, however, 
are not accustomed to take advantage of legal loop- 
holes of this kind, and satisfactory arrangements have 
now been made for former Channel Island customers 
after a delay due wholly to the practical difficulty of 
reconstructing their accounts. The position of depositors 
in French branches is considerably more complicated 
and up to the present no solution seems to have been 
found. The lack of the necessary information which 
would enable such accounts to be reconstructed would 
itself present an almost insuperable obstacle. In 
addition, however, it has to be remembered that, 
although the banks holding these accounts are registered 
in Britain and in many cases incorporate the name of a 
clearing bank in their title, they are in fact absolutely 
independent institutions. One important question which 
would naturally influence policy, though perhaps not the 
legal position, is whether the assets of the banks in ques- 
tion were held in France or in this country. Finally, it 
must be realized that for the most part these accounts 
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represented a claim in francs. And as Lord Wardington 
has pointed out in the House of Lords this month, it 
would be difficult, if not impossible, to place any precise 
value on such a claim at the present time, when the franc 
is no longer quoted in this country. 


Milk and Water 


O demoralize opposition by making a loud noise is 
hardly a new trick. The screaming bomb apes the 
proverbial dog whose bark is worse than his bite. 
The Indian brave, with his puny bow and arrow, would 
go into battle with bloodcurdling yells. In much the 
same way, Lord Simon was apt to preface a feeble and 
unenterprising Budget with an impressive harangue on 
the dangers of inflation and the unimaginably drastic 
taxation which would be needed to save us from them. 
The habit was a singularly irritating one, and unfor- 
tunately it appears to be catching. Sir Kingsley Wood 
has shown if anything an even more breathtaking apti- 
tude for staring the problem in the face and then passing 
on. As a realistic survey of the problem, the preamble 
his Budget speech could hardly be bettered. He 
pointed out that while the Government’s large expendi- 
ture has undoubtedly increased the total money income 
of the community, the other side is that there will be no 
increase in the supply of commodities on which these 
larger incomes can be spent. “ The case, in fact, is very 
much the contrary.” Since the essential thing is to see 
that demand does not outstrip production, these excess 
incomes must not be used for current purchases. “ If we 
are to keep consumption within the bounds of our avail- 
able production we must secure widespread and drastic 
retrenchment in forms of personal expenditure which 
are . . . not absolutely essential.” Ergo, “ further taxa- 
tion on the largest scale possible and covering as wide a 
field as possible is imperative. 

So far, so good. But what of the actions which the 
Chancellor has suited to these brave words? The addi- 
tional incomes which are the source of all the trouble he 
assesses at £800 million as compared with the position 
last April. Since supply costs have in the meanwhile 
jumped by a full £20 million weekly the estimate is not 
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exactly a generous one, but it would pass. It raises the 
figure of war expenditure from Lord Simon’s very hypo- 
thetical £2,000 million to £2,800 million, and the total 
Budget from £2,667 million to £3,467 million. Against 
this, it will be recalled, taxation on the existing basis was 
estimated to produce £1,234 million. Thus the prospec- 
tive deficit with which Sir Kingsley had to deal was of 
the order of £2,233 million. And how has he dealt with 
it? By imposing fresh taxation which in a full year, 
certainly, will produce £239 million but in the current 
year only £126 million. The net result of his labours, in 
other words, is to whittle down the deficit by a paltry 
5 per cent. He was confronted with a gap of £2,200 
million odd; he has left a gap of £2,100 million odd—or, 
of course, more, if expenditure should not yet have 
reached its peak. 

This, clearly, is too pettifogging for words; it is 
merely to go through the motions of budgeting. To be 
sure, as the Chancellor pointed out, the gap is not so 
alarming as at first sight it might appear. Current 
savings and drafts on capital will go a fair way towards 
meeting it. But, as Sir Kingsley also pointed out, “ how- 
ever optimistic a view might be taken in that respect 
there must remain a large gap.” And since £126 million 
could hardly be described as a large gap, it follows that 
a large gap still remains after his tax increases—a gap of 
probably £500 million. With eyes wide open, in other 
words, we are now budgeting for inflation on a fair scale. 

Admittedly, quite a plausible case might be made out 
for some measure of inflation. It may be, though one is 
unwilling to believe it, that organized labour is on the 
one hand unwilling to exert a maximum war effort with- 
out the illusory incentive of rising money wages and on 
the other hand prepared to exploit its superior bargain- 
ing position to throw an undue share of the burden on to 
those with fixed incomes. If this really were the case 
then inflation would not hamper but actively assist the 
war effort by helping to maximize production. And it 
may further be conceded that the worst hardships 
involved by inflation could be mitigated by a further 
dose of inflation (such as food subsidies) to protect pen- 
sioners, soldiers’ dependents and others with small fixed 
incomes, thus concentrating the sacrifice on the salaried 
classes. But this is clearly not the kind of argument 
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which Sir Kingsley would advance as the rationale of his 
Budget. On the contrary, he holds that “ to allow a real 
and quickly developing inflationary movement might 
well be fatal to the successful prosecution of the war, and 
certainly a source of hardship and suffering, more par- 
ticularly to the poorer sections of the community.” 

The case for inflation, as outlined above, is in any 
case based on a statistical fallacy. Given the distribu- 
tion of incomes in our society, it is not possible for the 
bulk of the sacrifice to be shifted from wage-earners to 
recipients of fixed incomes. True, the latter can be 
made through inflation to bear particularly severe hard- 
ships. But since more than two-thirds of all consump- 
tion comes from the under £250 group, it follows that the 
main curtailment of real consumption must also come 
from this group. If goods are in short supply, the pur- 
chasing power even of adjustable incomes cannot be 
maintained; prices must inevitably win the race with 
wages. This is the fundamental problem which this 
month’s Budget shirks entirely. Of the new taxes it is 
probable that not more than £60 million this year or 
£120 million in a full year will fall on the class which is 
receiving the bulk of the additional £800 million. 

Both equity and expediency would support some re- 
distribution of the national income in favour of those 
who are putting forth the increased effort demanded by 
the war effort; but neither would justify leaving these 
increased incomes almost wholly intact. Sir Kingsley 
——s out that little can now be gained by soaking the 
rich. Unfortunately, he seems to prefer as an alterna- 
tive bleeding the bourgeoisie. The lower range of 
middle-class incomes, the £250-500 category, comes in 
for particular attention through the increase in the 
reduced rate payable on the first £165 of taxable income. 

It is, in the last analysis, the method, rather than the 
wholly inadequate amount, of the new Chancellor’s tax 
increases which finally and irrevocably condemns this 
most stop-gap of interim budgets. Probably a great deal 
of criticism would have been deflected if Sir Kingsley 
had budgeted by much the same methods for twice or 
three times the additional amount he actually expects to 
raise. Yet such a Budget would have been only super- 
ficially an improvement. It is doubtful whether it would 
even have brought in a great deal extra to the 
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Exchequer, for it is quite certain that the greater the 
hardships inflicted on the public, whether by drastic 
taxation or rising prices, the greater the deterrent to 
genuine savings. One would not suggest that Sir 
Kingsley, with his modest increase in taxation, has hit 
upon just the optimum figure which will maximize the 
combined total of revenue and savings. But the point 
cannot be far distant at which the check to savings will 
largely neutralize any increase in taxation. By existing 
methods there is probably no feasible plan which would 
produce the necessary £2,750 million of taxation and 
current savings (allowing £750 million for drafts on 
capital). Total expenditure has now advanced well into 
the upper ranges, which, as Mr. Keynes argued many 
months ago, can only be met by drastic expedients. 
Thus the time has come to recognize, once for all, that 
voluntary savings cannot conceivably prevent a fair 
measure of inflation. To admit the existence of a large 
gap and then go on in the same speech to express the 
usual pious faith in the savings movement is not just 
flatly self-contradictory, it is irresponsible. 

Certainly, the savings campaign has been a success 
in the sense that it has achieved all that could reasonably 
be expected of it; but it has not been a success in the 
sense of enabling us to finance the war on sound lines. 
To say that savings are running at £1,400 million a year 
because one week happened to bring in £28 million is 
grossly misleading, when, as everybody knows, a large 
part of the £28 million represented a mere shovelling 
back into a different pocket of the funds paid out a week 
or two earlier in the redemption of Conversion 43 per 
cents. and Canada 4 per cents. Ultimately, we shall 
have no choice but to fall back on some scheme of com- 
pulsory deductions from income additional to taxation. 
Thus it may be that the saving grace of this Budget will 
in retrospect prove to have been the new plan for deduc- 
tion of income-tax at source by employers. This would 
have been a welcome innovation even in normal times as 
a means of spreading payments more evenly over the 
year. If in addition it helps to prepare the country for 
a more drastic scheme of deductions later on it will have 
doubly justified itself. 
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Wartime Control of Interest Rates 
T HE control of interest rates may seem to be one 


sphere in which up to the present we have 

managed to avoid the errors of 1914-21. Com- 
parison is rel adered difficult by great changes in the 
background against which the new policy has to operate. 
But if the c han; xe is great, it is entirely in favour of the 
establishment of a smooth ly working control, at least in 
so far as short-term rates are concerned. It is a matter 
of general agreement that free competition had already 
virtually disappeared from the money market before the 
war and that all rates—with the exception of special rates 
for deposits—are a matter of agreement. 

To establish the whole rate structure at a minimum it 
was necessary to get the rate charged for loans against 
bills down to $ per cent. once more. The existing 
machinery would then ensure that Treasury and fine 
bank bills would be only a tri ibe higher. The authorities, 
however, have preferred to concentrate on perfecting the 
details of technique, so her eliminate the occasi ional 
departures from the prev viliien average rate, due to 
seasonal or similar factors. In this they have been very 
successful. For some years, extra-budgetary funds had 
been employed, sometimes using the machinery of the 
money mm rket, but sometimes directly, to influence the 
level of gilt-edged prices. They are now employed to 
fide down the bill rate. As the war has progressed, the 

mnewhat elementary practice of open market opera- 
tions by direct purchase has been elaborated. The 
‘special buyer ”’, instead of being a person whose advent 
might or might not relieve the market in times of 
pressure, became a constant presence to whom one might 
go with certainty in case of need. More recently, when 
the growth of the sums required from time to time to 
finance the war threatened to dislocate the smooth 
working of the weekly tender, there was instituted, first 
the practice of selling “tap” bills to the clearing banks 
and later the system « f direct purchase from the banks 
and now of six months’ Treasury deposits. As a result 
of these expedients the weekly tender rate has been 
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stabilized for five months within threepence either side 
of 20s. 7d. 


TABLE I 
March 31 Floating Other External Previous December 
Debt. Internal Deposits Bills 
£m {m £m {m {m 
1915 - 77 1,000 1,167 168 
Ig16 ue 587 7,459 61 1,272 101 
IQI7 ma 072 2,910 400 1,479 237 
1918 on “eae 3,607 1,049 1,743 368 
IQIg iy Wyaae 4,71! 1,305 2,034 444 


Monthly Increase + 
End of change Decrease Clearing Banks 





1939 


Aug. 1,115 0.7 2,245 279 
Sept. <« B,230 Re 2,278 236 
Oct, ee _ 2,327 289 
Nov. 1,398 + 0.5 2,345 353 
Dec. 1,535 40 2,441 334 
1940 

Jan. .. 1,501 + 23.1 2,410 388 
Feb. we Ot Ae 4.0 2,306 353 
Mar. .« 1,450 1409.0 2,363 336 
April << 2,305 +2109 td 2,554 338 
May > 2,400 + 16:7 - 2,413 409 
June ~» 5,003 + '303:0 re 2,469 384 
July 


Despite all this elaboration of machinery, it was not 
in fact until five months after the war began that the 
tender bill rate was reduced below 21s. per cent., 
although ine average for the first half of last year was 
y a shade over 15s. per cent. and that for the whole 
of 1938 was not appreciably over 12s. per cent. The delay 
in getting the rate down in the first five months is not 
difficult to explain. Ignoring the year-end expansion, the 
floatin ig debt rose between September 2 and February 3, 
when the temporary peak was reached, from £1,168 to 
£1,502 million. Of the total rise of £334 million, no less 
than £311 million had occurred in tender bills. It is 
bable in addition that a part at least of the rise in 
‘tap” bills, amounting to £24 million, was held by the 
clearing banks, whose portfoli o had gone up by rather 
over £100 million on the five months to end-January, 
this being the main factor in a rise in deposits of £165 
million over the same period. During that period the 
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bulk of the all too moderate expansion in war outlays 
had been financed by means of bills—that is to say by 
fundamentally inflationary means—for it was not until 
December that the savings campaign was launched, and 
at the end of January this had produced rather less than 
£63 million net. 

This only explains, however, why there was so sub- 
stantial a margin between the rate paid by the 
Exchequer on Treasury bills and the rate charged by the 
clearing banks for loans against them. The maintenance 
of the latter at double the pre-war figure clearly depends 
on the tacit approval of the authorities. It is, of course, 
true that A.R.P., including duplicate records, etc., and 
paying bank officers in the services as well as temporary 
employees to replace them, has added greatly to the costs 
of banking, while virtually all foreign business and a 
great deal of profitable home custom has disappeared. 
When all other rates are tumbling there appears to be no 
reason why those which bankers allow to their depositors 
should be sacrosanct. It was, however, only after ten 
months of war that restrictions were placed on the 
business of competing for deposits by making the 
maximum payable on special accounts I per cent., which 
is the rate ruling for ordinary deposits of considerable 
duration. This carried with it, too, the end of special 
rates outside London. Looked at from the outside it 
would appear that if cheap money is to be pursued 
rigorously deposit rates should be cut much more 
severely, if not abolished altogether, and the whole short 
money and bill rate structure scaled down to a corre- 
sponding extent. The Bank of England and the 
Treasury, however, seem satisfied that the present 
system works well and have no apparent intention of 
making any change in that direction. 

Last month the crown was placed on this edifice of 
controlled rates by the institution of the Treasury 
Deposit Receipt, a six months’ non-transferable bill to be 
taken up by the clearing and Scots banks in amounts to 
be indicated weekly by the Treasury. It is understood 
that those in charge of financial policy are advised that 
this expedient is not inflationary, though it is clear that 
the system is identical from this point of view with any 
other form of floating debt finance. In order to under- 
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stand why the Treasury has found it desirable to use this 
form of borrowing it is necessary to study the action 
taken in the much more important section of the capital 
market, namely that for Stock Exchange securities. 

It was here that a breakdown of the cheap money 
plan was to be expected, if it occurred. For six weeks 
from end-August the Funds were frozen at minima which 
gave a yield of some 3.92 per cent. on 23 per cent. 
Consols and a flat return of almost 4 per cent. on the old 
War Loan. By the end of the year prices in this market 
had recovered to the levels of six months earlier, while in 
March it was possible to fix new minima several points 
above the old. Early in May new peaks were reached 
for the war period and by that time the yield on Old 
Consols was appreciably below 34 per cent. and the price 
of Old War Loan over tor x.d., a rise of seven points or 
so on the year. Meanwhile there had been little or no 
improvement in other types of fixed interest security and 
most sections of equities had fallen. Up to this point the 
avowed policy of gradually levering up the price of long- 
term loans had secured considerable success. Even the 
collapse of France only reduced gilt-edged prices to the 
minima of early March for a period of days. It did, 
however, make the realization of any considerable 
quantity of these stocks extremely difficult, if not impos- 
sible, and so transfer the burden of ensuring liquidity 
upon the money market securities on the one hand and 
on equities on the other. 

TABLE 2 
Consol. 2}. Treasury Bills Bank Rate 
High Low High Low High Low 


1914 st «. Oe — 3.8 2.9 10 5 
IQI5 na .. 68} 57 5.0 1.6 5 5 
1916 5 .. 612 563 5-5 4.5 6 5 
IQI7 oa .. 663 50% 5-5 4.0 6 5 
1918 a ~» ee 533 4.0 3.5 5 5 
Averages 
Daily Daily 
Bank Bill Money 
1939, 3rd Quarter .. 684 62* 3.72 0.68 1.98 1.52 
1939, 4th Quarter .. 68} 62* 2:33 T1797 1.33 1.29 
1940, Ist Quarter .. 744 683 ee 1.02 1.05 1.00 
1940, 2nd Quarter .. 76} 703 1.03 1.02 1.03 1.00 


* Minimum. 
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The means used to achieve these results have been 
much more draconian than were required in the money 
market and, in the event, they have been shown to be 
appreciably less satisfactory. The collapse of resistance 
on the Continent of Europe caused scarcely a ripple on 
the placid surface of the money market. It produced a 
marked, if temporary, adjustment with regard to the 
general policy of borrowing at longer term. The means 
adopted to force down long-term interest rates were 
mainly two. In the first place, money was borrowed at 
short term in excess of current budgetary requirements, 
and was employed to pay off maturing debt of the Home 
Government, or in two instances of Canada. There was 
no corresponding creation of long-term stock and re- 
investment demand drove up prices. The second line of 
action was a return to a type of taxation largely dis- 
credited during 1914-18, namely an extension of the idea 
in the National Defence Contribution, first of all under 
the form of Armaments Profits Duty, then Excess Profits 
Tax. On the latter was grafted the policy of Dividend 
Limitation, which was finally abandoned in favour of 
E.P.T. at 100 per cent. 

According to some authorities the last named doubles 
the difficulty of securing efficient production. It 
certainly seems calculated to encourage extravagance. 
For the present purpose, however, the question is 
whether it has greatly helped, by damming up distri- 
butable profits, to raise the price of Government 
securities. A more potent influence seems to have been 
the delay in borrowing. As part of the delaying process 
the authorities elected that their first borrowing outside 
the money market should take the form of an appeal to 
the small man. The terms were generous and a sub- 
stantial amount has been raised—including some £110 
million in about three months prior to the launching of 
the 3 per cent. War Loan. 

Even when the disappointing offer was made in 
January to holders of the 44 per cent. Conversion Loan 
no cash was asked for. By mid-March there was a 
deficit of something like £700 million, of which about 
£460 million had been incurred since September 2. The 
total raised on Savings Certificates, Defence Bonds, 3 per 
cent. War Loan and 24 per cent. National War Bonds 
between September 2 and June 30 was some £450 
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million, so that disbursements seem to be running three 
menths ahead of collection through the savings agencies 
and the capital market, though it must be remembered 
that up to the present National War Bond subscriptions 
have largely represented reinvestment of the proceeds of 
dissented Conversion 44 per cent. 

After ten months of war, at any rate, short-term rates 
have been stabilized at a little above the pre-war level, 
while those for long-term government loans have been 
reduced. Table 2 shows that this is in sharp contrast with 
the experience of 1914-18, but it would be easy to be too 
complacent. It is evident that our demand for labour 
must increase substantially if we are to combat the 
enemy wherever he may go, as well as holding him at 
bay here. There is every indication that the wage bill 
per unit of output will also continue to increase. Even 
if it is possible to keep down long-term interest rates it 
will be a moral defeat for cheap money if this is done at 
the expense of inflating rather than taking genuine 
savings. On the very large assumption that both inflation 
and a rise in interest rates are avoided during the war 
regime, what is to happen when there is once again com- 
petition from industry for the available flow of savings. 


The Limitations of Price Control 
By Donald Tyerman 


N peacetime, the movement of prices determines what 
] shall be produced and how much. In wartime, as 

we know, this is no longer true. The market is not 
free. It is rigged by national need and Government fiat. 
These must decide what is produced and how much, and 
the task of controlling prices, in the interests of efficiency 
and equity, is an enormous one. Mainly, the problem 
is to prevent prices froin rising. All the materials needed 
for war purposes are in extreme demand. All the 
materials needed for civil consumption tend to be in 
short supply. And the task of transferring resources of 
men, plant and materials from civil work to war work, 
which is the whole of war economy, is vastly compli- 
cated if prices shoot up on both sides of the account. The 
burden in money terms of redistributing resources is 
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made correspondingly more onerous. The duty of ensur- 
ing to civilians a basic ration of necessary food, clothing 
and shelter is made correspondingly more difficult. 

The strain upon the Budgetary position is obvious. If 
the prices of resources—that is, materials, plant and 
labour—are allowed to rise, if indeed prices are encour- 
aged to rise by methods of financing which tend to multi- 
ply purchasing power instead of strictly transferring it 
from one use to another, the device of Budgetary trans- 
fer must be largely ineffective. In war as in peace (unless 
the war economy is State controlled and directed in every 
item) differences in price will tend to determine the 
allocation of resources between competing uses. They 
will still determine what goods are made and for whom. 
Wages, the price of labour, will determine what work 
wage-earners will choose. In a state of soaring prices, 
civil and war needs will compete against each other, and 
the upward movement will be accelerated and enlarged. 
Wages will chase prices and prices costs; and there will 
be no stable plane of accounting on which the transfer of 
resources from civil to war work can take place. 

In the narrowest view, price control is not conceived 
as an instrument of war finance and therefore, at one 
remove, of war economy. Popularly, its role is to prevent 
profiteering, to prevent producers, dealers and manufac- 
turers from taking advantage of war demand and war 
scarcity to swell their profits, to prevent arms firms from 
holding the Government to ransom and retailers from 
mulcting the poor. From this point of view, the needed 
remedies are well known. They are to take back for the 
nation any extra war gains by excess profits taxation; 
and to establish Government fixed maximum prices. 

Neither is easy to apply. It is not true, to begin with, 
that all increases in price in wartime are unjustified. On 
the contrary, wartime increases are inevitable. For many 
commodities, war demand means that world prices 
beyond national control rise steeply. The cost of freight 
and insurance must go up. And, in countries (like our 
own up to now) where the price of labour is not yet 
regarded as a proper object of price policy, costs and 
prices must go up as wages rise. These, of course, are 
matters of detail. They do not affect the validity of fix- 
ing prices at some level, though they make that level 
more elusive to find than the stmplicistes who seek the 
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maintenance of pre-war prices would admit. A second 
objection to both profit raiding and price fixing is more 
serious. In brief, it is that the means defeats the end by 
removing or diminishing the incentives to production. 
Moreover (it is claimed), not only will necessary produc- 
tion be held up, but unnecessary production may even 
be stimulated. For example, to hold down the price of 
articles of clothing of general use might, on this argu- 
ment, cause the diversion of clothing materials to the 
manufacture of luxury articles whose prices would be 
still free to climb. 

Technically, this kind of objection can be answered 
without great difficulty. In the taxation of excess profits, 
the standard of permitted profits can be set sufficiently 
high to leave a sufficient incentive to producers. Indeed, 
the fear of producers going out of business in protest is 
not very real. Similarly, in the fixing of maximum 
prices, a sufficient margin to cover a reasonable reward 

s well as increased costs can be allowed; this is, in fact, 
the principle upon which the present Prices of Goods Act 
is operated. Moreover, it is always possible to accom- 
pany severe restrictions upon profits and/or prices with 
provisions for special rewards for increases in the output 
of specially important goods. To take only one example, 
bounties can be offered for increases in the acreage put 
to wheat, though the price of wheat may be controlled. 
Actually, however, these arguments go to the heart of 
the matter. They tacitly assume the continued existence 
of a market sufficiently free for producers, dealers and 
wage-earners alike to withhold their labour if the 
promised reward is not big enough, or to transfer their 
labour to other activities which are not necessary to the 
war effort. To create an entirely new economic system 
in a few months of emergency is an impossible task, 
politically as well as technically. The market has been 
rigged and used, not superseded. The Government makes 
its wishes felt, not in the main by making them law, but 
by entering the market as the great consumer, by domin- 
ating it on the demand side and assuming control over 
essential supplies. 

It does remain possible, then, to some extent at any 
rate for measures to prevent profiteering by controlling 
profits or prices actually to check war output and to 
arrest the transfer of resources to war work. It remains 
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possible, insofar as there are still alternative uses to which 
resources, mate dais plant and labour, can be put. The 
moral is that price pot ree taken by itself is only a partial 
and ineffective instrument of policy. It may simply en- 
courage the employment of resources outside the range 
of price-controlled goods. The market can only be rigged 
to meet the needs of war economy if production and 
employment are controlled part passu with prices. 

Briefly, this means that the real sanction of price 
control is what might be called, loosely, rationing. In 
wartime, the role of prices really becomes secondary. The 
object of keeping prices down in specific instances, is not 
to deter producers i in those cases and encourage others, 
but to obviate excessive profits, to restrict the size of the 
Budget or to make necessary goods available to poor 
people. The major function of distribution, then, must 
be done in another way, by controlling all essential 
materials and distributing them to proc luc ers according 
to a fixed schedule of priorities, and by ‘eomnealna: 
— nent so as to keep workers in -war jobs and 
transfer them from unessential work. 

At present we have in this country the shadowy 
framework of this wider system of control. Actual price 
control is extensive but piecemeal. The Prices of Goods 
Act now covers a wide range of articles of general use 
and its aim is to allow prices to rise above the level of a 
year ago by no more than the proved increase in the 
yurden of costs. The Mini: stries of Food and Agriculture 
1x certain wholes: and retail prices. Various controls 

operating with > Min str) V of Supply system fix the 
prices of essenti ats m abe ials like steel and timber. There 
isa ystem of priorities, too, to dctmniies the distribution 
of ma ferials between different uses. The use of steel for 
the manufacture of motor cars, for instance, has been 
stopped. Civil building has been brought to a standstill. 
Textile materials are rationed to users. The supply of 
imported feeding stuffs for poultry has been very sharply 
duced. Behind all these devices to guide and restrict 
di stribution, there are two objects: to furnish war pro- 
duction (including exports) with all its needs; and to 
economise shipping space and foreign exchange. Within 
framework, price control can operate with some 
effect, but only to the extent that existing methods of 
rationing to producers or to consumers do in fact pre- 
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vent the transfer of production (and resources) from con- 
trolled-price goods to free-price goods. The control of 
materials and consumption is still only shadowy. The 
control of employment and wages is still in the main 
non-existent. 

Indeed, the control of particular prices is overlaid still 
by the lack of control over prices in general. Wages are 
free to move. The tendency of costs is steadily upward. 
Even after the July Budget the gap between revenue and 
current expenditure is still too great to be met out of real 
savings. The tide of inflation has been flowing percep- 
tibly and the small eddies set up by the slight break- 
waters of particular price controls have not been notably 
effective. 

It should be recognised that price control is ineffec- 
tive as a significant instrument of war economic policy 
without these two things: control over distribution by 
rationing and restrictions; and effective financial con- 
trols to arrest inflation. All the technical difficulties of 
price control—the difficulty of definition, of prices that 
vary normally from region to region and from season to 
season and of fixing margins between producer and 
dealer and between dealer and retailer, as well as final 
prices—all these are less important than their background 
requirements. Given a system of controls that can allo- 
cate real resources strictly according to war needs and 
prevent the waste of resources on needless work, and 
given a stable price situation in the context of war 
finance, then it is possible for price control to achieve 
much that is desirable and necessary in wartime. It is 
possible by price control to ensure to ordinary citizens 
the power to purchase a sufficient ration of the basic 
needs of life. By means of subsidized or cheapened 
prices, it is possible to eke out the inadequate incomes of 
the poorest families by allowances or to bring goods 
within their reach. But it is only possible if the goods 
needed are being produced or transported in place of 
unessential ones, and if the work of price control and 
rationing is not being undone by the soaring of wages in 
general and a rapid rise in the general price level. Price 
control is only a cog in the wheel, and the wheel itself 
must turn smoothly and in the right direction for the cog 
to work. 
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Treasury Deposit Receipts 


HE discount market may prove to have entered 
on yet another phase in its chequered history 
through the adoption this month of a new 
medium of war finance, the Treasury deposit receipt. 
The authorities claim that finance by Treasury bills 
is not altogether satisfactory under war conditions. 
On the one hand, it is argued, the discount market 
cannot conveniently handle the ever increasing sums 
which are required each week; while on the other 
hand, it is difficult for the authorities to estimate 
the movement of funds into and out of the 
Exchequer for a full ten days ahead and are therefore 
unable to avoid temporary disturbances of credit. The 
banks are therefore being informed each Friday of the 
amount which the Treasury expects to require to borrow 
during the following week against the new Treasury 
deposit receipts. 

This system has been described as “ borrowing the 
banks’ surplus cash balances,” and in form, though not 
in effect, is certainly very similar to the system of Ways 
and Means borrowing from the banks adopted during 
the last war. It is clear, however, that the sums so bor- 
rowed would only have entered into bankers’ balances at 
the Bank of England if the deficit had actually been 
financed on Ways and Means. Nowadays, however, the 
invariable form of floating debt is, of course, the 
Treasury bill; and in practice the Treasury deposit 
receipt is, in fact, almost identical with a Treasury bill 
for six instead of three months. 

Interest is allowed on such deposits at 14 per cent. 
per annum but the deposits may be withdrawn before 
maturity if the banks’ cash is depleted by reason of sub- 
scriptions to long-term Government loans, either on their 
own account or that of the public. If repayment is 
required merely to supplement cash in an emergency, 
however, the amount due would be rebated at Bank rate. 
The effect of this provision is obviously to ensure that 
Treasury deposit receipts will be treated as a fourth-line 
reserve and that a bank requiring to replenish its cash 
(except in order to offset loan subscriptions) would do so 
in the first instance by calling in loans from the money 
market. 
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For this reason it has been claimed that the deposit 
receipt system is not inflationary. In reality, it is 
neither less nor more inflationary than any other form 
of finance which enables the Government to finance its 
deficit by means of the creation of bank credit. In these 
days the liquidity structure of bank assets is of very 
minor importance. It is to be assumed that the banks 
make advances only for essential purposes and direct 
their investment policy largely in accordance with the 
wishes, more or less clearly indicated, of the authorities. 
This being the case, there is no question of credit being 
created on the “pyramiding” principle if a necessary 
increase in deposits is brought about by the sale to the 
banks of highly liquid assets. The restrictions on the 
convertibility of the new deposit receipts are merely a 
concession to the conventions of the last generation. 

Since, as we have seen, the Treasury deposit receipt 
serves exactly the same purposes as a Treasury bill, the 
question arises why the authorities should have found it 
desirable to modify the established system. It is only at 
first sight that the objections to Treasury bill finance 
appear plausible. The syndicate tender alone now covers 
the whole, or virtually the whole, of the weekly offer of 
£65 million, and total applications seldom fall below 
£100 million. Thus it is hard to believe that the tender 
system had reached the limit of its usefulness. The 
objection that it is difficult to estimate Treasury require- 
ments for so long a period ahead would have consider- 
able force were it nct that the authorities had already 
found a satisfactory solution by the practice, increasingly 
adopted in recent months, of selling tap bills direct to 
the clearing banks, a procedure which gives precisely the 
same flexibility as the issue of Treasury deposit receipts. 

This being so, the institution of Treasury deposits was 
at first regarded, not unnaturally, as an attempt to dis- 
guise part of the true increase in floating debt. Whether 
it will serve even that purpose has yet to be seen; for the 
authorities, in a fit of obscurantism, chose the introduc- 
tion of the new system as a fitting opportunity to suppress 
the floating debt figures in their entirety, together with 
the valuable information shown “ below the line ”’ in the 
Exchequer return setting out under separate heads the 
issues and repayments of various types of borrowing. 
Following widespread criticism in the Press and a ques- 
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tion in the House of Commons, the Chancellor has now 
agreed to publish the floating debt figures monthly. Sub- 
scriptions to Savings Certificates, Defence Bonds and 
National War Bonds will continue to be published 
weekly by the National Savings Committee. 

It is perhaps premature to estimate what effect the 
new system may have in the long run on the status and 
functions of the discount market. As we have seen, the 
process of calling loans from the market will remain the 
normal channel by which the clearing banks replenish 
their cash reserves in an emergency, though in war con- 
ditions even this function of the market loses a great deal 
of significance, since the general assumption is that the 
authorities will themselves see to the maintenance of 
reasonably comfortable credit conditions. The new 
departure in any case introduces a fresh phase of close 
and continuous collaboration between the clearing banks 
and the Bank of England, which must at least tend to 
weaken the traditional status of the market as the inter- 
mediary between those institutions. The deposit receipt, 
moreover, partially supersedes the market’s staple stock- 
in-trade, the Treasury bill, hitherto the cornerstone of 
short-term finance. 

A great deal will depend on whether the proceeds of 
long-term loans are used for the funding of Treasury 
bills or deposit receipts. The provision that deposit 
receipts may be redeemed against subscriptions to long- 
term Government loans suggests that this may form the 
active and fluctuating part of the floating debt, super- 
imposed on a fairly stable tender issue of about £850 
million, maintained by weekly issues at a virtually fixed 
level of £65 million a week. Under such conditions the 
business of tendering for Treasury bills and passing them 
on after a brief interval to the clearing banks would 
become even more a matter of routine than it is at 
present. This again would represent a further atrophy 
in the market’s functions. In the past, however, that 
much threatened institution has always found new func- 
tions to perform as its previous functions have been des- 
troyed. It is not even inconceivable that after the war it 
will manage to stage yet another renaissance based upon 
a revival of international trade and the use of the sterling 


bill. 
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Europe’s Food ‘“ Shortage” a Nazi 
Creation 
Pe of the price which Europe is having to pay for 


the victories of the German armoured divisions is 

seen in the widespread reports of food shortage. 
Competent authorities are forecasting a disastrous 
harvest throughout Europe, the effect of which—added 
to the effects of German looting in the occupied terri- 
tories and general devastation of agricultural capital— 
may be to create starvation in the occupied territories 
and even famine. The German Ministry of Propaganda 
is stoutly denying these statements, and insists on the 
strength of the German food position. There is reason 
to believe, however, that Dr. Goebbels is very willing for 
such harrowing estimates to be spread in the hope that 
they may persuade simple-minded people in the outside 
world to send help. Objectively, there is no evidence of 
serious hardship yet, and it is still too early to say what 
the situation will be like in the winter. But it is perhaps 
useful to accumulate the facts, such as they are, and to 
try to analyse the lines along which the European food 
situation will develop. These facts may be blurred by 
propaganda before long, so it is important to get them 
clear. 

First of all, normally, the Continent of Europe is over 
go per cent. self-sufficient in food and feeding-stuffs. In 
peace-time, there were substantial exportable surpluses 
in Hungary, Roumania, Jugo-Slavia, Poland and 
Bulgaria. Italy was very nearly self-sufficient, though of 
course on a miserable standard of life. France and 
Germany were both dependent upon imports for about 
one-sixth of their food consumption, and Scandinavia for 
about the same. Holland imported about one-third of 
her food supply, or its equivalent in feeding-stuffs, and 
Belgium and Switzerland imported about one-half. The 
surpluses of Eastern Europe were not adequate to cover 
the deficiencies of the West; at the pre-war general stan- 
dard of feeding, about one-tenth of Europe’s food was 
brought from outside Europe. This means manifestly 
that but for the diversion of labour and other resources to 
war purposes self-sufficiency in food is within the Con- 
tinent’s grasp; with more intensive cultivation and a re- 
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orientation of the transport system, on the drab standard 
of life which is apparently the Nazis’ ideal, Europe could 
probably dispense with food imports altogether. The 
facts are such that no interference with food supplies 
from outside Europe could conceivably make the Con- 
tinent starve, or anything like it. The stoppage of 
imports, as a result of the application of the blockade to 
the occupied territories, will not make much difference 
one way or the other. 

The facts appear to be well-authenticated that the 
harvest will be sub-normal. Crop reports are both less 
reliable and less frequent this year than they are in 
peace-time, but there is not much doubt that in Eastern 
Europe the harvest will be substantially smaller than 
usual. The winter was particularly severe, and the 
spring was late; transport facilities were bad and 
deliveries were delayed. But these natural causes are 
only partly responsible. Much more important are the 
man-made obstacles. The German destruction of Poland 
has manifestly had damaging results; agricultural land 
has been destroyed, and man-power taken to Germany 
to work on the land. In South-Eastern Europe, 
threatened by attack from the Reich, the Governments 
have been forced to maintain a state of partial mobiliza- 
tion, with disastrous effects upon agricultural labour. 
The Russians, it is said, have seized the only good crops 
in South-Eastern Europe—those in Bessarabia—and 
their own crops in the Ukraine are believed to be far 
below standard. The export surpluses from Eastern 
Europe, it seems likely, will be less than usual, and 
although part of this shortfall is undoubtedly due to the 
weather, most of the damage is directly associated with 
the Nazi threat which has been hanging over South- 
Eastern Europe. 

From Germany itself, of course, there is no real in- 
dication of the nature of the harvest. The official 
agencies announce that it is very favourable, but in 
totalitarian countries failure of the harvest is never 
admitted. The recorded German and Italian harvests, 
since Hitler and Mussolini were installed in power, show 
a series of successes unprecedented in agricultural 
history. In fact, it is abundantly clear that the severe 
winter must have had quite substantial effect. The Nazis’ 
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policies since 1933, moreover, are assuredly bearing 
fruit. The German Government has made desperate 
efforts since 1933 to increase agricultural output, but it 
has been fighting all the time against the logic of the 
situation. The Reichswehr and Luftwaffe chiefs have 
been gradually enclosing more and more cultivable land 
for aerodromes, for fortifications, and so on; their large- 
scale manoeuvres have damaged land and crops. 
Workers have been drawn away from the land, 
attracted into munitions factories and conscripted for 
military service—it is estimated that some 800,000 
workers have left the land since 1933. The rigid exclu- 
sion of imports, in order to release foreign exchange for 
the purchase of war material, has weakened the base of 
German agriculture; the food situation has been 
weakened still further by the conversion of potatoes into 
alcohol and the use of fats for explosives production. 
“Guns before Butter” has been the Nazis’ slogan for 
years, so that their food potential has inevitably fallen. 
Since the beginning of the war, all these anti-food ten- 
dencies must have been accentuated, as more workers 
were called up, the supply of fertilizers restricted, the 
demand for war material increased, and imports even 
more rigidly excluded. In all these circumstances, it is 
very difficult to believe that German food production will 
be very satisfactory this year. We should not be far 
wrong in forecasting a fall of at least 20 per cent. Such 
a reduction is a direct consequence of the deliberate 
policy of the German leaders—it is the apotheosis of 
“Guns before Butter.” 

Until the fog of war clears, the position in the 
occupied territories remains uncertain. Some facts about 
the agricultural situation, however, appear to be well- 
established. In Norway, very heavily dependent upon 
imported cereals, both for human and animal feeding, 
the Nazis have collected all moveable cereal and fat 
stocks, for feeding the army of occupation and for trans- 
port back to Germany. It is reported also that the whole 
catch of fish is being canned for German consumption. 
In Denmark, the pig industry has been destroyed, partly 
by German loot of the pigs, and partly by German 
refusal to supply feeding-stuffs. The word has already 
gone out from Berlin that Denmark must change over 
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her entire agriculture from the very profitable and well- 
organized livestock and dairy business to unremunera- 
tive cereal production. Meanwhile, pig-meat is being 
canned at the greatest possible speed for the German 
Army. In Scandinavia, the net result of the German 
invasion has been the destruction of the whole basis of 
the agricultural system—pigs, poultry and dairy cattle. 
The net effect from the German point of view is self- 
blockade. The new Danish agriculture, as a long-term 
proposition, can barely satisfy Denmark’s own needs; 
the old provided a useful source of fats for Germany. In 
Holland the situation appears to be much the same, ren- 
dered worse by the actual devastation of war. Both 
there and in Belgium, agricultural capital has been 
wantonly destroyed. As for France, little is known 
about the situation. A bad harvest seems inevitable. 
Even before the German invasion the prospects were 
poor, hundreds of thousands of agricultural workers 
having been mobilized. Now, with stocks requisitioned 
for feeding the armies of occupation and moveable stores 
transported to Germany, and with appalling social dis- 
organization in both occupied and unoccupied territory, 
it seems certain that the harvest will fall far below 
normal levels. Before Germany invaded Holland and 
Belgium, there was no serious food problem west of the 
Rhine. Now shortage threatens. 

The slogan “Guns before Butter,” applied on an all- 
European scale, and accompanied by ruthless looting 
and destruction of agricultural capital, may therefore be 
expected to lead to more or less serious food difficulties. 
It is unlikely that these difficulties will be very grave 
inside Germany itself, for the amount of loot seized is 
substantial, and it is probable that the rations allocated 
are less, rather than more, what the food authorities can 
really afford. But in the occupied territories there will 
certainly be shortage. Step by step the Nazi policy has 
worked itself out. First, within Germany, the devotion 
of all resources to rearmament, at the cost of the food 
supply. Second, the ruthless application of what is in 
effect the same principle—the destruction of permanent 
resources for the conquest of political and military 
power. Any shortage there may be in the occupied terri- 
tories is an inevitable result of Nazi conquest. 
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There still may be no shortage, but if there is, then 
the Nazis have full resources at their disposal to combat 
it. The need to do this would be embarrassing, but it 
could be done. They could, for example, immediately 
release their own vast stocks of food, their war reserve of 
grain and the millions of cans of meat, fish and vegetables 
which they have built up as an “ iron ration ” in case of 
failure of the harvest. The supplies which have poured 
in from the occupied territories could be sent back again. 
There is good reason to believe that these stocks are 
substantial. The official German news agency announced 
in the middle of July that “the stocks are so big that 
the problem which the Government now faces is that of 
supplies for the year 1941-42.” If these claims are in any 
way justified, then the means are at hand for preventing 
any hint of starvation. Again, by stopping the conver- 
sion of food into war material, significant supplies would 
be made available for eating. If they threw the whole 
resources of the nation into food production, then there 
would be no shortage. 

By withdrawing their armies of occupation, again, 
the Germans could solve the problem at one stroke. As 
things are, these territories have to feed something like 
two million men on generous rations, apart altogether 
from what is sent to Germany. Such a withdrawal, 
moreover, would clear the way for supplies from over- 
seas; we manifestly cannot afford to allow food into the 
occupied territories to be eaten by the German soldiers 
and help to relieve the German food stocks. But if the 
armies had been withdrawn, these obstacles would be 
immediately removed. Once again, the power of the 
Germans to prevent food shortage is absolute—it is the 
will to prevent food shortage which raises our suspicions. 

From the German point of view, of course, the best 
way to solve the dilemma is to induce naively humani- 
tarian people across the Atlantic to try to persuade 
Britain to allow supplies of food into the occupied terri- 
tories. Such a plan would make the best of all possible 
worlds. At best, they would be able to get hold of the 
food for the Reichswehr and for delivery to Germany, 
which would enable them even to increase their own 
stocks of food at the foreigners’ expense. At worst, they 
would maintain strategic and military control of the 
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occupied territories, solve many of their problems of 
local administration and prevent disaffection and 
sabotage, and relieve themselves of the necessity for 
drawing upon their own food stocks for the benefit of the 
people whose supplies they had pillaged. Admittedly 
this would be a bluff of astronomical dimensions, a 
swindle of such size that the swindle of Munich pales into 
insignificance beside it. But the Nazis have never been 
afraid of the mere size of a deception—indeed, the bigger 
it is the more it appeals to them. 

Food is assuredly a weakness in Germany’s military- 
economic position. Objectively there need be no shortage 
of food, as there would be in Britain if our sea-power 
were undermined. The weakness lies in the fact that the 
food problem does create limitations to Germany’s mili- 
tary and political aims. To protect Europe from food 
shortage now does involve a reversal of the war machine 
and some weakening of war potential. Unless benevolent 
foreigners can be found to do the job, German stocks 
will have to be dissipated, troops perhaps withdrawn, the 
production of synthetic alcohol reduced. Germany’s 
attention and effort will have to be drawn away from the 
military advance and concentrated upon food supply 
and distribution. The food situation can be tackled, but 
only by consolidation. To the revolutionaries of destruc- 
tion, this is a peculiarly unpalatable decision to have to 
make. To renounce further military action, and to 
impose bounds upon their boundless will for military 
and political expansion, is harsh indeed. To avoid this, 
they will make every possible attempt to induce other 
people to solve the problem for them, just as they have 
always in the past tried to find Hindenburgs, von Papens, 
Quislings and Lavals to solve the difficulties into which 
they have been led by their uncompromising ruthless- 
ness. On this occasion, however, it is within our power 
to prevent such external solution of the problems which 
the Germans themselves have created and which it is 
now their responsibility to solve. 
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Exchange Control At Last? 


By Paul Einzig 


N July 17, the Treasury issued a batch of Orders 
() under the Defence (Finance) Regulations, aim- 
ing at the reinforcement of the exchange 
restrictions. The new measures are of considerable im- 
portance, and have brought about a fundamental change 
in the system of exchange control in Great Britain. Until 
now the control was very loose. It was the declared 
policy of the Treasury not to make the restrictions too 
stringent, for fear of affecting sterling’s position as an 
international means of payment, and thereby jeopardiz- 
ing London’s prospects of regaining its pre-war position 
as the world’s banking centre. It is no exaggeration to 
say that the original exchange restrictions adopted at the 
outbreak of the war leaked like a sieve, and even though 
a number of loopholes were stopped by the Orders issued 
in January, March, and June, it remained none the less 
true that the control was highly inadequate. For fear 
of impairing London’s post-war position as an inter- 
national banking centre, the authorities allowed many 
millions of dollars to slip through their hands during the 
first eleven months of the war. In particular, they failed 
to take adequate measures—or indeed, until March, any 
direct measures at all—to secure for the Treasury the 
proceeds of British exports to non-sterling countries. 
Efforts made in the Press and in Parliament to induce 
Lord Simon to adopt a real exchange control were of 
little or no avail. It was pointed out on innumerable 
occasions that the best way of safeguarding London’s 
position as the world’s banking centre after the war 
would be to win the war, and that the Treasury could 
best serve that aim by securing for itself every dollar it 
could lay hands upon. This obvious truth was ignored 
in Whitehall and Threadneedle Street. Until March, 
1940, foreign importers’ goods were allowed to pay for 
British goods with the sterling acquired from foreign 
holders of London balances desirous of liquidating their 
sterling. This meant that, since the unofficial rate was 
much lower than the official rate, most foreign importers 
acquired their sterling through unofficial channels in 
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preference to official channels, so that the terms of trade 
were moved against us. In March this state of affairs 
was modified, but the scope of the measures introduced 
to enable the Treasury to secure the proceeds of at least 
part of the British exports was limited. In June further 
measures were taken in the same direction, but the opera- 
tion of the new measures was in part hastily suspended, 
in order to support the free sterling rate. 

The position on the eve of the Orders of July 17 was 
that Great Britain had payments agreements with a small 
number of countries providing that these countries could 
only pay for British goods by acquiring sterling through 
official channels. Negotiations were in progress with a 
number of other countries in order to conclude similar 
agreements, but in the meantime they were in a position 
to acquire sterling in the unofficial market. In the case 
of the United States and Switzerland (the two remaining 
countries on a free exchange basis) arrangements were 
made to extend the measures taken in March to cover all 
imports from Great Britain. 

As a result of negotiations with the American and 
Swiss banks, it has now become possible for the author- 
ities to restrict the use of old sterling balances, in order 
that they shall no longer be available for payments for 
British visible exports. The arrangement has resulted in 
a considerable limitation of the scope of the free market 
in sterling. Once the chain of payments agreements with 
all neutral countries is completed, it will no longer be 
possible for any foreign importer to pay for British goods 
with the aid of sterling secured from unofficial channels. 
All proceeds of exports to Great Britain will be credited 
to Special Accounts (or, in the case of the United States 
and Switzerland, to Registered Accounts) and will be 
available for payment for foreign purchases of British 
goods at the official exchange rate. 

The sterling accounts of residents outside the sterling 
area, other than Special or Registered Accounts, are 
henceforth subject to restrictions. No payments may 
henceforth be made into such accounts except by resi- 
dents of the country of the owners of the accounts. Thus, 
old sterling balances of American residents can only be 
increased through payments from the old sterling 
accounts of other American residents. This means that 
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the total of old sterling balances owned by American resi- 
dents cannot be increased except through a liquidation 
of American-owned sterling securities in London, in so 
far as this is permitted by the authorities. The same is 
true concerning old sterling accounts owned by residents 
in Switzerland, and in the four countries with which 
Great Britain has, at the time of writing, payments agree- 
ments concerning the establishment of Special Accounts. 
These four countries are Sweden, Argentina, Roumania 
and Brazil. The same rule also applies to the non-ster- 
ling countries of the British Empire (Canada and New- 
foundland), the Dutch Colonies, the French Colonies 
(except those parts which are now considered as enemy 
territory) and Belgian Congo, with the difference that in 
the case of these countries residents in the sterling area 
may be authorized on Form E.1 to make payments into 
the old sterling accounts. As for the old accounts of resi- 
dents in countries with which no special payments agree- 
ment exists, they can receive payment either from resi- 
dents in sterling countries on the basis of permission on 
Form E.1, or from residents of other countries with 
which no special payments agreements operates. 
Transfers from old sterling accounts owned by resi- 
dents in the United States, Switzerland, Sweden, the 
Argentine, Roumania and Brazil cannot be made to the 
Registered Accounts or Special Accounts of any of these 
countries. Transfers can be made to old sterling accounts 
of the same country, or to the sterling accounts of coun- 
tries with which Great Britain has no special payments 
agreement. This means that an American owner of an 
old sterling account can make payments into another 
American old sterling account, but not into an American 
Registered Account or into any Swiss, Swedish, Argen- 
tine, Roumanian or Brazilian account. He can make 
payment into the account of residents in sterling coun- 
tries, but not in settlement of claims arising from current 
exports of British goods. He can also make payment to 
residents in any foreign country other than Switzerland, 
Sweden, the Argentine, Roumania or Brazil. Owners of 
old sterling accounts in British non-sterling countries, in 
the Dutch, Belgian and French Colonies (with the excep- 
tion of those parts considered as enemy territory) can 
make payments to residents in sterling countries and to 
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other residents in the same group of countries. Thus, 
payment from a Dutch Colonial old sterling account can 
be made to residents in the British sterling countries or 
in the Dutch Colonies; payment from a Belgian Colonial 
old sterling account can be made to residents in the 
British sterling countries or in the Belgian Colonies, etc. 
Owners of old sterling accounts owned by residents in 
countries with which there is no special payment agree- 
ment can make payments into the accounts of residents 
in sterling countries, or residents in other foreign coun- 
tries with which Great Britain has no special agreement. 
There are a number of exceptions to the above 
rules, especially concerning payments by Canada and 
Newfoundland to the United States, or the settlement of 
outstanding forward contracts. The existence of a large 
number of countries with which there is no special agree- 
ment complicates the situation, but it is hoped that before 
very long agreements will be concluded with all neutral 
countries. Meanwhile countries with which there is no 
special agreement remain in a position to pay for British 
goods with the aid of sterling bought from holders of old 
sterling accounts, whether in their own countries or in 
countries with which there is a special agreement. 
What will be the position once the chain of special 
agreements is completed? Importers of British goods all 
over the world will have to pay with sterling from Special 
Accounts or Registered Accounts. Sterling on old 
foreign accounts will no longer be available for that 
purpose. This does not mean, however, that the demand 
for free sterling will dry up altogether, and that holders 
of old foreign accounts will no longer be in a position to 
liquidate their sterling in the free market. They will be 
entitled to sell sterling to their fellow-nationals, or to 
make certain payments to residents in sterling countries. 
The only kinds of payments for which free sterling will 
be admitted will be payments arising from old debts or 
from British invisible exports. Those who have to make 
such payments will be buyers of free sterling, but they 
can only buy from residents in their own country. This 
means that the free market in sterling, which at present 
is an international market, will be broken up into a 
number of national markets isolated from each other. 
Given the fact that the total old sterling accounts 
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owned by residents of any particular country cannot be 
increased, the balances will be gradually liquidated 
through the local demand for the requirements of debt 
payment, or payment of interest, dividends, insurance, 
freight, etc. In the long run, the free market in sterling 
will thus dry up in one country after another. Once the 
American-owned old sterling balances are exhausted, 
American residents desirous of making sterling payments 
of any kind will have to acquire the sterling through 
official channels, even if there is still free sterling avail- 
able in other countries. This means that the Treasury 
will begin to benefit by the proceeds of British invisible 
exports to the United States. 

It may take years, however, before the old sterling 
balances of most countries are exhausted. They can only 
be exhausted as a result of the liquidation of old foreign 
balances, and pending the completion of this process the 
country will not (unless the free rate is at parity with the 
official rate) secure the full benefit of British invisible 
exports or of capital repayments by foreign debtors. This 
means that even under the system established by the 
Orders of July 17 the Treasury does not secure all the 
foreign exchange it could secure through the application 
of a watertight control. Foreign balances amounting to 
many hundreds of millions of dollars are allowed to be 
withdrawn. Admittedly, this process of withdrawal has 
been slowed down to a considerable degree by the new 
measures. This only means, however, that instead of 
being liquidated in, say, twelve months, these balances 
will be liquidated in, say, three years. On the assump- 
tion that the war will be of long duration—and this must 
now be taken for granted—it makes little difference 
whether the balances are liquidated in one year or three. 
In either case, at the end of three years the Treasury will 
have lost an amount of gold or foreign exchange corre- 
sponding to the total of old foreign balances withdrawn. 

Long before this stage is reached, the need for foreign 
exchange will doubtless compel the authorities to tighten 
the control further and to stop the leakage of foreign funds 
through payment in free sterling for invisible exports. It 
may well be asked, however, why the reinforcement of 
exchange control is not decided upon before additional 
millions of dollars are lost, rather than after the loss of 
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substantial amounts of much-needed foreign exchange. 
If, as there is reason to believe, the authorities have now 
realized that the best way of safeguarding London’s posi- 
tion as an international financial centre is to win the war, 
it is their duty to increase their war effort to the utmost 
by tightening the exchange control without further delay. 





The Case for the Marginal 


Account 
[A Reply to Colin Graham] 


By H. C. F. Holgate 


T is always taken for granted that certain kinds of 
accounts are unprofitable to bankers. Last month’s 
BANKER contains a _ vigorous attack on _ the 

“marginal’’ account and argues in a somewhat one- 
sided manner that banking facilities are a luxury of 
which some customers should be deprived on the ground 
that they cannot afford to pay an adequate reward for 
the bank’s services. A rough and ready assessment of 
costs and revenue is used to explain the meaning of the 
term “marginal,” but the writer did not rely so much 
upon an examination of his figures as upon the general 
conception of some accounts inevitably _ being 
“marginal.” I fear the logical consequences of his use 
of an economist’s term escaped him, for it becomes clear 
that by casting out one set of marginal accounts, the 
competitive system in banking will create a new 
“marginal” account, and with it similar arguments for 
a new excision of unprofitable business. 

This is far from Mr. Graham’s mind. It is clear that 
in the existing conditions of banking we can all point to 
a particular type of customer and show that his account 
does not pay. In the same way it could be demonstrated 
that a bank could not operate profitably with one 
account only of, say, £5,000 average balance; that with 
twenty accounts of £250 each the prospects of profit- 
ability seem brighter, though we cannot quite see a bank 
starting up on such small beginnings; but that with five 
thousand accounts of £100 each there can be a real 
prospect of success, in spite of an inevitable rise in costs. 
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Evidently then, it is not a problem which can be studied 
by isolating each account, but by considering the condi- 
tions of its association with all other accounts, large or 
smail. 

With Mr. Colin Graham it is clear that the principle 
of association is not significant. In his eyes, small 
accounts are only to be encouraged if, “in the end a pro- 
portion . . . will improve and turn out to be remunera- 
tive.” In other words, we can accept a “marginal” 
account only in the belief that it will change and be 
“marginal” no longer; the idea that the environment in 
which the account is established may change in the 
meantime is entirely ignored, as is also the inherent fact 
that in deposit banking the whole is greater than the sum 
of its separate parts. 

Actually the present position of British banking is the 
direct result of the opposite policy, and every branch 
banker of experience knows that few branches can show 
a credit balance to profit and loss account in the first 
year’s working. Many of them have existed for years 
on an accumulating loss when considered as a unit, 
though the whole bank to which the branch belongs has 
been doing very nicely. 

Surely if there is any doubt about the value of small 
accounts it must at once resolve when we bring our 
observation to bear on concerns like savings banks, 
building societies and the like? All of these institutions 
can give the answer, and that is, “ But we do pay our 
way with small accounts, though we admit that each by 
itself would not pay us.” Is there any doubt at all that 
a single letter posted from Putney to Mortlake for 23d. 
could represent a dead loss to the State, whereas such 
letters bring in millions of pounds to the revenue every 
year? Apply the same principle to omnibus or other 
travel, retail sales or technical journalism, and it is clear 
that Mr. Graham’s arguments ignore the very factors 
that motivate all business other than his own idea of 
what banking is. 

The factors he ignores are those endemic in large- 
scale industry as we know it to-day. These are the 
economies of the Division of Labour and the Law of 
Increasing Returns. On his own showing, the cost of a 
debit entry is a quotient—yet he proposes to reduce the 
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number of the divisor. One could have understood his 
case had he decided to demand a remedial increasing of 
the number of accounts and, therefore, of debit entries. 

Costing in the banks is rudimentary. We do not, in 
ordinary life, ascertain the costs per mile of running a 
taxicab, and then decide that omnibus fares are too 
cheap. But 7f we thought an omnibus service did not 
pay, we would enquire, first of all, are we running too 
many buses? It is only after we are satisfied that we 
cannot reasonably alter the time-table that we decide 
that our loss results from insufficient fare charges. (This 
analogy is pertinent if we consider the branch as the 
bus.) Costs cannot be considered as applicable to 
isolated cases. Somewhere or other I have recorded the 
case that came to my notice in Germany of a bank that 
had costed cheque clearing at 30 or 40 pfennigs per 
item—I forget the exact figure. At one branch the 
inspectors made a test costing and found the item charge 
working out at a mark per cheque. This was discovered 
to be due to one clerk having twelve children on whose 
behalf he was paid an additional family allowance in 
pursuance of the Reich’s general policy of encouraging 
fecundity. Had the number of cheques been doubled, 
the discrepancy in costing figures could hardly have 
been so marked. 

In the whole of Mr. Graham’s essay, no word is said 
to disclose whether or not he has considered the possi- 
bility of the small branch being the source of the 
unprofitability of certain kinds of bank accounts. It is 
assumed, without any attempt at proof, that the small 
banking account can never be profitable, whereas a con- 
centration of some thousands of them in one large 
accounting unit has, in my experience, shown this to be 
untrue. I do not retail here this obvious example for 
good reasons, but a little reflection will no doubt enable 
Mr. Graham to visualise the sort of branch and account 
that has demonstrated this over a long period of time. 
It is this kind of branch that could show how item-costing 
might be valuable, if only the correct conclusions were 
drawn from it. 

The truth of the matter is that the itemized costing 
basis is unreal. Branches are not set up purely on the 
basis of the number of items they are likely to handle, 
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which is the only excuse for dragging the matter of item 
costs into the argument. A realistic picture of banking 
revenue and expenditure will not be obtained until some 
hard facts have been mastered. These are that the 
“average ’’ branch of about 8 staff would be an unprofit- 
able branch anyway unless there were special circum- 
stances, such as an over-average number of accounts, or 
an average number of accounts of an over-average size. 
It would be practically impossible for a branch of 8 staff 
with, say, 400 accounts of £250 each to pay its way. 
Assuming that it earned 2 per cent. net on its funds, the 
£2,000 received would not pay the salaries, rent and 
other overheads. But put in an extra ten machinists and 
give them a full load of £50 (“sub-marginal ”) accounts, 
and the income earned will be about £8,000.* At this 
figure the “ bank ” looks like having a reasonable chance 
of survival. 

If in one branch item costs are threepence and in 
another one shilling the absurd conclusion might follow 
from Mr. Graham’s argument that all accounts under, 
say, £100, average balance must be rejected in the first 
case, whilst in the second, all accounts under, say, £400 
would have to go. Is it not more logical to put the 
second branch on the basis of the first and in this way to 
concentrate on the comparative efficiencies of branch 
distribution? This is not to suggest that all branches will 
show equal item costs, but major differences are a 
warning that inefficiency exists. 

Mr. Graham mentions the “savings” account as the 
most extreme method of extending banking facilities to 
the public. For certain obvious reasons this kind of 
account is not particularly desirable in English joint 
stock banking, and it has been operated for long enough 
to demonstrate to all branch bankers that it is a nuisance 
that does not pay for itself. The assurance that it will 
assist in getting more ordinary banking business is no 
doubt justified; the bank that once gets a child’s account 
is likely to get it transferred to current account in the 
adult years. The benefit exists because competition 


* I have reasons based on extended enquiry for supposing that 
machine posting could cope with 600 accounts per operator, given 
the type of account that a {50 balance usually means. 
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exists; if all the large banks dropped this small savings 
account business this consideration would not prevail. 
I suggest that as the tendency would be to try to replace 
these accounts with cheaper current account facilities, 
there would be an extension of the ordinary banking 
business in the long run. 

As there are still many points which one would like 
to discuss with Mr. Graham this present article must be 
considered as curtailed to the extent that a writer must 
keep an eye on the space that can be allocated to the 
subject. But no criticism is worth while unless it makes 
constructive alternative suggestions. These are the 
extension of banking to even smaller accounts than 
heretofore; the elimination of the small branch; the 
more rapid installation of machines and the employment 
of more female labour in proportion to men; the 
standardized charge system, with a minimum of Ios. 6d. 
half-yearly as a retainer, whatever the size of the 
account; the elimination by agreement of the “ associa- 
tion special-terms’’ account; and the abolition of 
“savings ” accounts which are, to my mind, not a proper 
part of a deposit banker’s business. A definite dis- 
couragement should be projected against all those 
uneconomic arrangements whereby a customer keeps a 
busy account at a branch so far distant from his business 
that he has to use another and nearer branch for the 
bulk of his transactions, making unnecessary transfers 
to and from the account-holding branch. 

The key to this problem lies in increasing the use 
made of the mechanism that has been expensively 
erected. With deposits spread over a wider clientele, the 
need for the high liquidity ratios now observed would 
decline, and the net yield of all deposits be raised still 
higher; let it be remarked that the pruning of our 
accounts will demand the opposite policy. The analogy 
we started may now be completed; do not drive away 
the passenger traffic, but on the contrary, fill the buses, 
or, if necessary, prune the time-table. 

The selection of the timing of the essay in question 
is unfortunate for another reason. We are going 
through difficult days when it would appear desirable to 
have as many citizens as possible politically interested 
in maintaining the banking system in all its pristine 
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security—times when, indeed, the more depositors the 
better. Why should we adopt the opposite policy, and 
revert to the days when banking was considered a facility 
only available to the rich? More important still, the 
circulating media of this country is inclusive of — 
and any suggestion to employ less of them seems to m 
to be singularly ill-advised when external observers are 
watc hing every increase in the currency note issue as one 
symptom of a possible wartime instability. An attempt 
to correct any false impression so derived by pointing to 
the fact that cheques are less in evidence (consequently 
notes in circulation must increase) might be interpreted 
as a sign of lack of confidence in the banking system, 
especially if it were accompanied by a decline in deposits. 
I do not think the full implications of this have been 
grasped by Mr. Graham. 

Nor does it seem to me to serve any useful purpose 
by classifying our business as a “ luxury”. The national 
benefits to be derived from a well-knit banking system 
ought to be so ingrained in the minds of its executive 
officers as to make unthinkable any reservations of this 
kind. The luxury we cannot afford now, or at any time, 
is the waste and inefficiency that is implicit in any system 
of large scale enterprise deliberately discarding work that 
it is capable of doing, because it cannot be made profit- 
able without a reconsideration of its branch policy. It 
is the “‘ marginal branch” to which our attention should 
be directed. 


A Rejoinder by Colin Graham 


HOUGH extremely interesting, Mr. Holgate’s 
criticisms definitely widen the issue raised by my 
original article. Before answering his points, 
therefore, I would point out that my specific contention 
was that in war-time, as distinct from peace-time, it is 
wasteful to allow man-power and materials to be 
absorbed in maintaining on an undiminished scale a 
service which to some extent caters for a newly 
developed and still somewhat unreal demand for bank- 
ing accounts. A suggested remedy was the imposition 
of moderate charges, corresponding to the cost of con- 
ducting the account, which over a period would lead 
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customers who are not prepared to cover these costs to 
close their accounts. 

The existence of large numbers of uneconomic 
accounts is openly acknowledged in all banking circles. 
And this is true whether they are measured by debatable 
standards of banking costs or by mere personal 
judgment of what is or is not a profitable account. 
Indeed, Mr. Holgate tacitly admits this when he quite 
properly advocates the cancellation of all protective 
arrangements which permit the use of banking accounts 
without cost to the customer. Since he also advocates 
the abolition of savings accounts, the setting up of a 
standardized charge system and the discouragement of 
“uneconomic arrangements” involving _ transfers 
between branches (that is, the withdrawal of one type of 
banking facility), it might be thought that in practice 
the gulf between our views is not altogether insuperable. 
I would say further that there is much to be said for Mr. 
Holgate’s argument that a conglomeration of small, if 
not actually uneconomic, accounts is much more profit- 
able than the consideration of the average of all accounts 
would suggest, on the grounds that the available costing 
data is too slender to be conclusive. Small drawing 
accounts may frequently cost the bank little because the 
customers concerned make little use of the incidental 
services provided free of charge. Such accounts, there- 
fore, should not be loaded in costing calculations with 
the full eightpence or ninepence per debt entry that is 
arrived at by averaging all drawings against total costs, 
no matter on whose behalf incurred. On the other hand, 
small accounts which are not regularly conducted in 
credit require a maximum of managerial supervision, 
quite out of proportion to their value. Customers who 
have become thoroughly acquainted with all the facilities 
a bank can offer (without paying separately for them) 
are a very real waste of banking time and effort. Minor 
bad debts arise frequently from the smallest accounts of 
any bank and the risk is out of step with the negligible 
profit to be gained by maintaining them. The fact is, as 
already indicated, that the banking business of one class 
of customer is in effect being carried on at the expense of 
another class. No doubt this has been an excellent long- 
term policy, and saturation point may not yet have been 
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reached. My question is: are we to persist to saturation 
point even under war conditions or is some retraction 
called for? Mr. Holgate’s suggestion of a standard 
minimum charge for all current accounts is not impres- 
sive as a means of enforcing fair remuneration for other- 
wise uneconomic accounts, since it is indefensible against 
customers with very adequate balances. Even though 
it is possible to find a measure of agreement on some 
points, Mr. Holgate’s suggestion that we should endea- 
vour to attract still larger numbers of even smaller 
accounts reveals a quite fundamental divergence of 
view. Tosome extent this seems to be based on our con- 
flicting ideas of what is an economic branch. Mr. 
Holgate contends that vast numbers of small accounts 
could be handled efficiently and profitably by the 
mechanized system, operated cheaply by female labour. 
The hypothetical branch of 400 useful accounts and 
6,000 smaller ones, all conducted by a staff of twenty 
people, does not fit banking experience. The number of 
branches of any particular institution with more than 
5,000 current accounts could probably be counted on 
one’s fingers and a glimpse into any one of them would 
reveal a staff of a hundred or more. Every bank neces- 
sarily includes on its books a mixture of accounts both 
large and small, and the average number of accounts 
handled per member of the staff is probably nowhere 
much more than a hundred. Experienced opinion has 
been known to doubt whether mechanized ledger keep- 
ing can at any time be efficiently applied to a collection 
of small accounts, which each bear only two or three 
items a week. It is generally agreed, on the other hand, 
that the economies of mechanization are greatest where 
there is a heavy proportion of very large accounts. 
What is, in fact, the optimum size of the technical (as 
distinct from financial) unit in banking? Mr. Holgate, 
having in mind primarily the mechanical operations 
involved, clearly favours the mass production principle. 
The present writer, on the contrary, believing that the 
management should have some personal contact with 
each individual customer and his affairs, regards a staff 
of about twenty as the ideal unit. In a branch of this 
scale division of labour can then be applied to advan- 
tage while allowing each member of the staff to obtain 
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some insight into the general work of the branch, and 
the business need not be so extensive that the personnel 
are constantly handicapped by inadequate knowledge of 
accounts which are too numerous to be thoroughly under- 
stood. The personal touch so strongly emphasized in 
banking circles is not readily felt by a customer who is 
but one of 5,000. For this reason, five competitive banks 
standing almost side by side in a single town may quite 
possibly provide a more efficient service than could be 
attained by a single management. It depends on their 
size. On the other hand, many of the small and 
apparently uneconomic branches (say up to six on the 
staff) are an essential contribution to the geographical 
spread which has brought banking facilities within easy 
physical reach of everyone. Incidentally, Mr. Holgate’s 
contention that economy should begin with the elimina- 
tion of the “ marginal branch” has “already been met to 
a considerable extent by the closing or partial closing of 
several hundreds of clearing bank branches and sub- 
branches at the beginning of the war. One minor point: 
the argument that the experience of building societies 
shows small accounts must pay is hardly very com- 
pelling. The answer, clearly, is that the building 
societies are not compelled to maintain so liquid an 
assets structure as the deposit banker, nor do they have 
to deal with innumerable deposits and withdrawals each 
half-year. 

As to the effect on the note circulation of any 
reversion from the use of cheques to cash payments, 
this is certainly a factor to be taken into account. 
If the closing of small accounts led to an increased 
demand for notes, it should surely not be beyond the 
capacity of our Press to make it plain to the world at large 
that this was a mere substitution of one form of money 
for another and deflationary in tendency rather than the 
reverse. The factors underlying the recent increase in 
the note circulation have apparently been quite generally 
appreciated, and indeed the public has so completely 
demonstrated its well-founded confidence in our banking 
system during these recent months that the enemy would 
find it difficult to construct a propaganda weapon on this 
basis. It is worth noting in any case that the closing of 
accounts would probably not involve anything like a 
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correspondingly increased demand for notes, since 
some former customers would undoubtedly open Post 
Office savings accounts or place their cash in Savings 
Certificates, while the whole tempo of settling small 
transactions—the velocity of circulation of the currency 
—imight be accelerated. Retail traders, in any event, 
would undoubtedly welcome more general payment in 
cash instead of by cheque, since from their point of view 
the cheque system, in the hands of persons of limited 
means, is the foster-parent of extended credit and of the 
losses that run with it. 

Finally, let us look into Mr. Holgate’s analogy of 
banking to a bus service to see whether this really 
supports his viewpoint. Seen through different spec- 
tacles, the bus has a complement of fare-paying 
passengers who enable the proprietor to make a satis- 
factory profit. To popularize bus riding he adopts the 
banking technique and instructs the conductor to invite 
anybody who can crowd on board to jump on free. 
The scheme is then applied to all the owner’s too buses 
and works very smoothly, while some of the joy-riders 
actually commence to pay. But it ultimately occurs to 
him that he could, at a pinch, carry all the paying 
passengers comfortably in 90 buses, and let the other 
people walk. True, ten buses are laid up, but ten con- 
ductors are released (and it so happens that they are 
wanted for the war); in addition there is an economy in 
petrol consumption. Alternatively, if the ten bus loads 
of people respond in spite of hard times to an appeal for 
fares in lieu of walking, there is some case for saying 
that they really need to ride. And in either case it is 
difficult to see how the proprietor can lose money over 
the change. So in banking the parallel adjustments are 
equally practical. Calculate the economic borderline, 
wherever it may lie. Bring customers who fall short up 
to economic level by initiating or stiffening charges and 
let time do the rest. 
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Direct or Overhead Costs? 


By the Editor 


N his reply, Mr. Graham has concentrated largely on 
I the practical banking aspects of his difference with 
Mr. Holgate. But the whole question clearly turns 
to so great an extent on opposing concepts of what con- 
stitutes banking costs that a few words on this side of the 
matter may not be out of place. Fundamentally, it 
would appear, the whole basis of disagreement between 
these two contributors is a simple one. Mr. Graham is 
thinking of what economists would call the direct costs of 
conducting a banking account, the labour and materials 
required to perform the day-to-day work to which the 
account gives rise. If the banks accept additional 
accounts more cheques will be drawn, more managerial 
supervision will be required and, on this view, the bank 
will have to engage a larger staff—and use more 
materials and possibly more extensive premises—to cope 
with the larger volume of work. Mr. Graham is con- 
cerned to see that resources which could be released for 
the war effort are not thus employed in providing in- 
essential banking facilities, since this would be directly 
comparable to the production of luxury goods for the 
civil population, a form of effort which is being 
drastically curtailed in all other directions. 

To decide what banking services are inessential is 
obviously difficult. It may be that even where a 
customer is prepared to cover the full costs of running 
his account, so far as these can be ascertained, this 
should in some instances still be regarded as inessential 
work from the national point of view. Where the 
customer is not prepared to meet these costs, however, 
Mr. Graham argues that there is a clear presumption that 
the provision of facilities is, in wartime, unjustified. The 
situation in this case is comparable not merely to the 
production of civil luxuries but to the subsidization of 
such production. It will be observed, incidentally, that 
the size of the account is not the sole criterion. A small 
account would not be condemned as uneconomic if the 
customer were prepared to pay a reasonable charge, 
though this still leaves open the question whether the 
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provision of banking facilities for certain classes of 
customer, notably the small salaried man, might not be 
considered uneconomic from the national point of view 
if the country were desperately in need of manpower. 

Now contrast this conception of costs with that which 
underlies Mr. Holgate’s viewpoint. At many points in 
his article Mr. Holgate makes it clear that he conceives 
of the present organization of the banks as a single pro- 
ductive factor, fixed and immutable. You have the 
system, he says in effect, let it do all the work it can. 
Once this attitude is adopted, however, there is no longer 
any such thing as marginal costs. All costs are con- 
verted into overhead costs; and, as everybody knows, 
overhead costs are the lower the greater the turnover 
over which they are spread. If one starts out from the 
assumption that “the system” is under-employed, then 
to bring the system up to full employment by loading it 
with additional accounts involves, on this theory, no 
additional cost at all. However pettifogging the balance 
carried and however much of a nuisance the customer 
makes of himself, one cannot say that the additional 
accounts are uneconomic, in the sense that the marginal 
return to the bank is less than the marginal cost of 
running the account, because there are—ex hypothesi— 
no marginal costs involved. Leaving out of account the 
very wide issues of public policy, which certainly cut 
both ways, whether one agrees with Mr. Graham or 
Mr. Holgate thus depends, from the viewpoint of 
analysis, on the purely factual question of the nature of 
banking costs. Would the elimination of the marginal 
account (which perhaps should be called the sub- 
marginal account) enable the banks to release substantial 
resources for the national effort, or would it merely mean 
under-employment of an organization which must be 
preserved intact in any case? Are we to conceive of 
costs in terms of the railway track or of the coal 
required to pull a particular load? That is the basic 
issue. 

Even if one accepts Mr. Holgate’s concept of over- 
head cost, however, there are some of his points which 
I find difficult to follow. One of these is the argument 
that the prospects would be brighter for a bank branch 
holding twenty accounts with an average balance of 
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£250 each, than for a branch with one account carrying 
a balance of £5,000. Why should this be so? It is 
surely common ground that the only value of an account 
to a banker lies in the return which he can obtain by the 
employment of the funds the customer leaves with him. 
Even if no more labour were needed to handle the opera- 
tions of the twenty accounts than of the single large 
account, it is not clear there is any positive advantage in 
the larger number of accounts. When Mr. Holgate goes 
on to argue that there would be a real prospect of success 
with 5,000 accounts of £100 each (giving a total balance 
of £500,000), the implication is that the cost of dealing 
with 5,000 small accounts would be less than 100 times 
that of dealing with the twenty accounts of £250 each. 
Whatever the arithmetic, the point is clear: that up to 
a point there are economies of large-scale operation in 
banking as in every other industry. An account which 
would be unprofitable as an individual item may be a 
reasonable proposition if it is one of a large number of 
similar accounts. 

This is true enough, but it does not affect Mr. 
Graham’s argument. The present scale of banking 
development is one of the given data in any calculation 
of costs; and it is with banking in its present stage of 
development that the cost of handling an individual 
debit item has been estimated at say 8d. or god. If the 
banks required the whole of their present organization to 
handle half the volume of clearings, the cost of the indivi- 
dual debit entry would clearly be much higher. Mr. 
Graham’s point, however, was that even though the 
present widespread scale of banking operations has 
reduced the cost of handling an individual item to a 
comparatively low figure, many customers are not pre- 
pared to pay for the cost of conducting their accounts 
even on this basis. In other words, the aggregate cost 
of conducting both the economic and the uneconomic 
accounts is at present borne entirely by the good 
accounts. If the “ non-paying” accounts were excluded, 
so that fewer cheques were drawn, the aggregate costs 
of the banking system would—or could—surely be re- 
duced; which would permit either an increase in 
banking profits or a reduction in charges to the 
remaining customers. 
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The Banking Half-Year 


Y comparison with the preceding six months, the 
B banking experience of the past half-year has been 
relatively uneventful. Even before the turn of the 
year, the initial upheaval occasioned by the outbreak of 
war—the interruption to cheap money, the institution of 
exchange control, the decentralization of bank depart- 
ments, the removal of the clearing and so on—had 
already subsided. Certainly, the banks have had to 
adapt themselves to a continuing process of evolution in 
the exchange restrictions and to decide important issues 
of lending policy in co-operation with the authorities, but 
in general it is true to say that the present year opened 
with the foundations of our wartime banking system 
already well and truly laid. What seems most para- 
doxical at first sight, however, is that the actual expan- 
sion of bank credit has been very much less during the 
past six months than during the first four months of war. 
In the earlier period, when the deflationary influences 
released by the initial impact of war resulted in a rise of 
some 200,000 in unemployment, clearing bank 
deposits actually increased by £222 million. During the 
past six months, with the rapid increase in war produc- 
tion reflected in a drop of some 400,000 in unemploy- 
ment, the expansion in bank deposits, as will be seen 
from the table below, was no more than £28 million. 
It is true that the crude statistics somewhat exaggerate 
the contrast between the two periods. Some £50 million 
of the apparent increase in deposits in the half-year to 
December last was due merely to a jump in items in 
course of collection and in transit, while the seasonal 
incidence of revenue receipts is even in normal times 
reflected in an increase of some £30 million in deposits 
between June and December. Moreover the June 1939 
figures were monthly averages, whereas the December 
1939 and June 1940 figures belong to the new series of 
end-month returns. Allowing for these factors and also 
for the increase in the note circulation, it would seem 
that the true increase in the public’s money holdings has 
been roughly £100 million in the first half of 1940, as 
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compared with about £200 million in the preceding half- 
year. 
Change on 
June Dec. June 
1940 1939 1939 
f{mn. {mn. {mn. 
Deposits .. 2,469.4 “+ 26.5 + 250.6 
Cash ie si 269.6 — £5 + 34.4 
Call money... 166.1 — 6.3 T+ 16.3 
Bills discounted 384.1 + 50.2 + 135.5 
Investments .. 636.2 + 26.9 + 36.0 
Advances ia 962.4 — 39.6 — 24.6 
Items in course of 
collection and 
in transit .. 123.3 + 4.6 + 53.8 
G % % 
Cash to deposits 10.92 — 220 + 0.32 
This slowing down in the rate of credit expansion is 
the less unexpected when it is recalled that even as late 
as May there had been no increase in expenditure from 
the December average of £42 million weekly. It was 
only in June that the more vigorous spirit introduced 
into our defence preparations by the change of Govern- 
ment showed itself in a sudden jump in expenditure to 
the neighbourhood of £60 million. Even so, the accumu- 
lated deficit in the April-June quarter was £507 million, 
or at the rate of more than £2,000 million per annum. In 
the January-March revenue quarter, however, the current 
deficit was only £120 million, making £627 million for 
the half-year. Against this the Exchequer has had the 
benefit of the belated 3 per cent. War Loan, and of some 
£250 million of small savings, while sales of gold to 
finance our increased import surplus have naturally con- 
tinued to offset deficit spending. Thanks to these factors 
the expansion in floating debt during the half-year was 
limited to £127 million, of which all but £10 million took 
place in the floating assets of public departments, though 
the money market assets of the clearing banks, as will 
be seen from the table, increased by £42 million. 
Taking the year to June 1940 as a whole, the increase 
in deposits was £250.6 million, or roughly 11 per cent. 
This certainly compares favourably with the increase of 
26 per cent. (from £751.0 million to £047.6 million) in 
the corresponding period of the last war, but in the cir- 
cumstances it hardly counts as an assurance that the 
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cardinal errors of the last war will be entirely avoided. 
As will be seen from the following table, the expansion 
in deposits was well distributed throughout the system. 
Only one bank—the National—shows a contraction. As 
usual the North-Country banks are well to the fore, 
Martins Bank registering a further expansion of 15 per 
cent., while Williams Deacon’s deposits are higher by as 
much as 174 per cent. Acceptances are on balance little 
changed in the aggregate, notwithstanding the decline in 
actual acceptance business and the elimination of all but 
purely commercial forward exchange dealings. 


CLEARING BANKS’ LIABILITIES 


Capital and Acceptances, 
Reserves Deposits, etc. etc. 

1939 1940 1939 1940 1939 1940 

{mn {mn {mn {mn {mn {mn 

Barclays s+ 20.6 29.5 428.1 470.2 15.4 19.5 

Lloyds .. co 24 25-3 396.4 440.0 30.7 34.6 

Midland .- 2 27.6 468.6 509.8 19.5 7.5 
National 

Provincial 18.0 18.0 301.5 331.0 9.2 II.1 

Westminster .. 18.6 18.6 341.7 368.8 19.4 20.4 

Coutts .. ~« 2.0 21.8 25.6 0.7 0.7 

District .. —- Ce 6.0 83.4 93.0 8.6 4.5 

Glyn, Mills ao 2a 1.9 34.2 38.9 4.1 4.1 

Martins .. cx Gee 7.8 98.4 113.0 7:2 9.0 

The National .. 2.7 2.7 36.1 35-3 0.3 0.1 
Williams 

Deacon’s 2.8 2.8 37-2 43-7 1.9 2.1 


In these days, the structure of bank assets has receded 
into insignificance as a determinant of the volume of 
bank credit. The underlying assumption is that the 
banks will lend only for purposes essential to the war 
effort, but for such a purpose will lend almost without 
regard to peace-time criteria of sound policy, such as 
their cash ratio or the “ credit-worthiness ” of the bor- 
rower, confident that the authorities will supply the cash 
needed to carry any assets structure which is built up in 
the process. It is true that the question of credit-worthi- 
ness has retained more practical importance than that of 
the precise distribution of assets, for it is impossible to 
assume that every contractor who has secured Govern- 
ment orders will be able to fulfil them to the letter. In 
any case, a bank necessarily requires some margin to 
cover the residual risk on any form of accommodation, 












THE BANKER 





106 


and this was not always easy to arrange at a time when 
precisely those traders engaged on essential work were 
compelled by peace-time standards to overtrade grossly, 
particularly in import trade, where the greatly 
lengthened periods of shipment and the withdrawal of 
finance by the overseas exporting country multiplied the 
financial requirements of British traders. Nevertheless, 
a satisfactory agreement has now been reached between 
the banks and Government departments to ensure 
that producers engaged on essential work will normally 
be able to secure the necessary finance. No doubt similar 
arrangements will be evolved for merchants trading with 
abroad. 

CLEARING BANKS’ CASH AND CALL MONEY 


Cash in Hand Money at 

and at Bank Cheques and Call and 
of England Balances Short Notice 
1939 1940 1939 1940 1939 1940 
{mn {mn {mn {mn {mn {mn 
Barclays... oo 47a 52.0 14.6 19.6 25.2 25-4 
Lloyds as «- 42.6 47.1 15.0 15.6 25-7 29.7 
Midland... -. 45.6 55-3 17.2 22.0 28.5 19.8 
National Provincial 30.0 36.2 10.2 14.4 15.1 [73 
Westminster .- 39 39.1 12.2 15.6 23.3 36.3 
Coutts md is on 2.8 0.7 1.0 2.6 5.1 
District sia << ae 10.3 3.0 3.8 8.7 8.3 
Glyn, Mills ca. Se 5-3 3.0 23 8.3 7.0 
Martins .. ~~ 5g 13.0 4.1 3.5 5.1 6.4 
The National — 4.3 — — *2.4 23 
Williams Deacon’s 4.1 4.3 23 3.4 5-7 8.6 


* Including Treasury Bills. 

Under these conditions, the national need and the 
Government's financial policy become almost the sole 
determinants of the volume of bank credit. From the 
point of view of the banks themselves, however, the 
nature of the assets acquired against a given addition to 
deposits naturally remains of considerable importance, 
at any rate so far as their earning power is concerned, if 
not, to the same extent as before, their liquidity. The 
outstanding characteristic of the recent expansion is that 
it has taken place against the most liquid categories of 
assets, accompanied by scarcely any expansion in the 
main earning assets. Cash and call money, whose dis- 
tribution between individual banks is analysed below, 
together accounted for £50.7 million of the £250.6 
million increase in deposits, and transit items—due to the 
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removal of the clearing to the provinces and the large 
volume of cheques drawn towards the end of June 
against National War Bond subscriptions—for a further 
£53-8 million. 

By far the largest expansion, however, has naturally 
occurred in bills discounted, since Treasury bills have 
hitherto been the chief instrument of Government 
finance. Though this function may soon be taken over 
by the new Treasury deposit receipts, the combined bill 
portfolio of the banks shot up by no less than £135.5 
million in the year under review. Thus the three 
“liquid ” assets—cash, call money and bills—have shot 
up from less than 30 per cent. to close on 35 per cent. of 
the adjusted deposits total (i.e. deposits less transit items). 
A year ago, when the banks were only just emerging 
from a severe shortage of bills, this fact would have 
seemed of primary importance. To-day, “30 per cent. 
theory” is as obsoiete as “ 10 per cent. theory.” There 
is no longer any question of the more liquid assets struc- 
ture inducing the banks to take on additional earning 
assets. Instead, the important point is that the net 
return on money market assets, though double that 
before the war, is still extremely low. Up to the present, 
indeed, the expansion in deposits has brought little or no 
expansion in the main earning assets, investments and 
advances, which are analysed in the next table: 


CLEARING BANKS’ CHIEF EARNING ASSETS 


Discounts Investments Advances 








1939 1940 1939 1940 1939 1940 
{mn {mn {mn {mn {mn {mn 
Barclays s. AGB 7 fe 96.3 107.1f 208.6 201.5 
Lloyds 2 ae 72.3 107.1 109.9{f 165.6 156.6 
Midland i. §40° gobs* 1756 122.6 220.0 207.5 
National 
Provincial 35.2 59.6 74.6t 78.74 143.9 132.3 
Westminster .. 40.8 53-8 104.3{ 102.9f 136.8 131.5 
Coutts ae 3 2.6 6.8 6.8 9.9 8.9 
District s. GIT BIT 28.7 30.8 32.3 33.9 
Glyn, Mills .. 0.2 a 9.4* 12.2” 8.9 10.5 
Martins i 9.9 30.8 37.8 46.5 43.2 
The National  1.5* ro 14.2 13.8 7:1 17.1 
Williams 
Deacon’s 1.1 3.5 1X.2 12.2 14.6 13.5 


* Excluding Treasury Bills. 
+ Including Treasury Bills. 
{ Excluding those in affiliated banks. 
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On the outbreak of war certainly the inevitable demands 
for temporary accommodation from those adversely 
affected by the war, coupled with the increased demands 
of the expanding war sector, sufficed to raise advances 
to a recent peak of £1,013.1 million in October. There- 
after, however, the undoubted increase in loans to essen- 
tial war industries has been offset or more than offset by 
the withdrawal of accommodation for speculative and 
other inessential purposes and by repayments due to the 
stagnation of Stock Exchange activity, private building, 
wireless, hire-purchase finance and so on. Since March 
this item has shown a sharp fall from £1,006.2 million to 
only £962.5 million in June, the process having been 
expedited by the acceleration of Government payments 
to contractors. From 44.5 per cent. a year ago, the pro- 
portion of advances to deposits has now fallen to the 
exceptionally low figure of 38.9 per cent. 

It is a well-established convention of peace-time 
banking practice that investments should be used as a 
stabilizing factor to offset fluctuations in the advances 
total, a policy which among other things exercises a use- 
ful stabilizing influence on interest rates. In wartime no 
doubt, investment policy is subject to the same degree of 
official influence as advances policy. Up to the present 
investment holdings have moved very much in their 
traditional fashion, a decline of £24.8 million in 
advances being offset by a recovery of £39 million in 
investments to the low point of £597.0 million touched 
last July. This expansion has undoubtedly been encour- 
aged by the system of minimum prices for gilt-edged, 
which has relieved the banks of any fear of depreciation 
on the scale of 1914-18, when the writing down of invest- 
ments absorbed no less than 40 per cent. of profits in the 
earlier war years. It may be noted that the authorities 
have not repeated the error committed in the last war of 
encouraging the banks to apply for large amounts of the 
new Government loans, nor to lend extensively to the 
public for this purpose. Although earnings on the 
increased bill holdings can scarcely have provided ade- 
quate compensation for the loss of foreign exchange 
business and the many special expenses connected with 
the war, such as payments to members of bank staffs in 
the Services, the level of profits can hardly have been 
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affected so sharply that any change in the interim divi- 
dend payments was to be expected. As will be seen from 
the final table, all the banks, with the exception of the 
National, have maintained their distribution at an 
unchanged level. Only the actual experience of the 
second half year will indicate whether the final payments 
will show similar stability. 
CLEARING BANKS’ DIVIDENDS 


1938 1939 1940 
Total Interim Total Interim 
0 / 


/ oO 0/ 0/ 

/O /O Oo /O 
Barclays “‘ B”’ as wis 14 - 14 7 
Lloyds *‘ A ’”’ es ss 12 6 12 6 
Midland ss ‘ ne 16 8 16 8 
National Provincial .. - 15 74 15 74 
Westminster ({4) .. i 18 9 18 
District - a “s 184 of 18} of 
Martins ‘“ ns + 144 7 15 74 
National sa ea iii 12 54 II 5 
Williams Deacon’s ‘‘A’”’ .. 12} 64 12} 6} 


The Check to Latin-American 
Export Trade 


By a Special Correspondent 


HE dominant trend in Latin-American trade in 

recent months has been an all-round setback to 

exports, due to the loss of European markets 
resulting from the German occupation of various coun- 
tries. This in turn has had two important consequences : 
on the one hand, a movement towards a great extension 
of clearing or payments agreements with this country; 
on the other hand, suggestions of a United States initia- 
tive to deal on a continental scale, and in co-operation 
with the British authorities, with the mounting export 
surpluses of these countries. Payments or clearing agree- 
ments, which are desired by our authorities as part of the 
policy of restricting the influence of the free rate for 
sterling, are particularly appropriate to foster trade 
under present conditions. In effect, the extent to which 
Britain can replace Germany, Italy and the invaded 
territories as a buyer of German goods now determines 
the purchasing power of the South American countries 

K* 








110 THE BANKER 





for British goods. This being the case, trade can best be 
promoted on a compensation basis. And in so far as a 
payments agreement ensures reciprocal trade between 
the participating countries, it is an extension of compen- 
sation trade. 

As Great Britain—apart from the U.S.A.—is, in the 
present state of hostilities, the only important outlet for 
the meat, wheat, wool, cotton, sugar and other products 
which the South American Republics supply in 
abundance, this country’s trading position in South 
America is a strong one. The British Government’s 
policy of buying through an extension of a system of 
bi-lateral trade is of direct assistance in Britain’s export 
drive. The United States trade drive is also meeting 
with considerable success, inasmuch as her exports to 
Latin America over the first six months of the war 
expanded by over 47 per cent. compared with those in 
the corresponding period of 1938-39. Nevertheless, there 
is growing concern in the Americas—not excluding the 
U.S.A.— over the loss of markets for Latin-American pro- 
ducts because of the occupation of a number of 
European countries by Germany and the extension of 
hostilities to Italy and the Mediterranean area. 

This subject will undoubtedly figure prominently at 
the Pan-American Conference at Havana, and there are 
many reports current as to Washington’s plans for pool- 
ing the exportable surpluses of Latin-American coun- 
tries, with or without the co-operation of Britain. The 
intention, apparently, is to relieve the position through- 
out the Americas, as well as to ensure that Germany 
cannot re-assume her former trade drive in Latin- 
America. It is important to note, however, that already 
the U.S.A., through the Export-Import Bank at 
Washington, is granting large medium-term credits to 
foster Latin-American trade—apparently quite apart 
from any large-scale cartel plans. Credits recently 
granted by the Export-Import Bank, and which involve 
the purchase of capital goods from the U.S.A., include 
$20,000,000 to Argentina, $10,000,000 to Colombia, 
$2,000,000 to Peru and $1,150,000 to Ecuador, whilst 
substantial credits for railway material, etc., have been 
granted to Brazil and a large credit to Chile is under 
consideration. 
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In payments agreements concluded by this country 
there is, however, the important distinction that the 
currency employed is not an artificially depreciated unit, 
like the Askt mark which Germany used, in conjunction 
with other forms of export subsidy, to penetrate so deeply 
into the South American markets—chiefly at the expense 
of British trade—before the war. Two agreements of 
this kind were concluded in June with Argentina and 
Brazil respectively. A similar agreement with Uruguay 
is believed to be imminent; whilst, due to the extensive 
purchases of wool, cotton, etc., which the British Govern- 
ment is known to have made from Chile and Peru, it 
appears likely that these countries also are among those 
with which negotiations for payments agreements are in 
progress. This is the more probable because both 
Republics have consistently had a favourable balance in 
trade with this country. Under the agreements concluded 
with Argentina and Brazil, all payments from residents 
in the sterling area in respect of imports and current 
financial transactions are now made in official sterling to 
the credit of an Argentine or Brazilian Special Account 
with a duly registered bank. Conversely, all payments 
from Argentina or Brazil to residents in the sterling area 
are debited to the appropriate Special Account. 

So far, Argentina and Uruguay have stood up well to 
the international crisis, the export trade having been 
greatly supported by Britain’s large purchases of meat, 
etc. Thus, during the first eight months of the war, 
Argentina’s exports totalled in value about 1,193 million 
pesos against 983 million pesos in the like period of 
1938-39, whilst imports rose to 1,067 million pesos from 
895 million pesos. Uruguay’s exports for the first five 
months of the war (latest figures available) were main- 
tained at practically the same level as in 1938-39 at 
around 42 million pesos, with imports also unchanged at 
30 million pesos. It is very doubtful, however, if this 
relatively favourable position can be maintained now 
that France has succumbed to Germany and the entry 
of Italy into the war means the extension of the British 
blockade to the Mediterranean. 

There has been a monthly downward trend in the 
value of Argentina’s exports since the beginning cf 1940, 
and although the trade balance for the first four months 
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of this year was still favourable to the extent of nearly 
82 million pesos, in April alone (for the first month since 
August, 1939) there emerged a small adverse trade 
balance of just over 1 million pesos. In Uruguay, the 
outlook for wool—the chief product—has been clouded 
because the Scandinavian and Low Countries had pur- 
chased important quantities which had not been shipped 
and for which many orders have now been cancelled. 
It is, therefore, already obvious that the River Plate 
countries will be faced with over-production while the 
war lasts, although perhaps not to the same extent as 
other South American countries. 

The effects of the war in Europe upon Argentina’s 
economy, and especially upon the balance of payments, 
is receiving the constant attention of the Government. 
This is fully alive to the necessity of exercising prudence 
in maintaining national reserves, an important factor in 
which is, of course, the credit policy followed by the 
banks. In this connection, both national and foreign 
banks are co-operating wholeheartedly with the Govern- 
ment, and their careful policy continues to be reflected in 
banking statistics. Deposits of shareholding banks in 
the Central Bank as at April 30, 1940, totalled 4,080 
million pesos compared with 4,059 millions at end-1939; 
total loans, 3,006 million pesos against 3,136 million 
pesos; and total cash in hand, 769 million pesos against 
759 million pesos. 

Thanks to adequate official control, the deepening of 
the European crisis has not been allowed to affect the 
Argentine exchange market, nor have commercial rates 
been altered because of the new Clearing Agreement 
with Britain. The buying rate for sterling derived from 
the major part of exports is unchanged at 13.50 pesos per 
£, with the selling rate still at 15 pesos for “ preferential ” 
imports and 17 pesos for other imports. The President 
recently stated that the Government’s profit on foreign 
exchange operations in 1939 amounted to 113.9 million 
pesos. Of this 24 million pesos were used to cover ex- 
change losses on debt services and other official remit- 
tances, 40 million pesos were absorbed by various 
regulating boards, other than the Grain Board, whilst the 
balance in hand would be sufficient to meet the losses in 
connection with the guaranteed minimum wheat prices 
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in 1938-39. Meanwhile, part of the Exchange Profits 
Fund had been advanced to the Treasury for certain 
purposes including coverage of the Budget deficit for 
1939, though this proved, in any case, to be only 60.5 
million pesos instead of the estimated deficit of 194.5 
million pesos. 

Under the new Clearing Agreement with Brazil, 
all dealings in sterling are now centred in the Bank of 
Brazil, which buys 30 per cent. of each export bill at 664 
milreis per £,and the rest at 79 milreis, and sells exchange 
to importers and others at 80 milreis per £. Previously, 
the Bank of Brazil took 30 per cent. of each export bill at 
about 525 milreis per £, and allowed the exporter to 
negotiate the balance in the free market at about 62 
milreis per £, while importers obtained all their 
exchange in the free market at around 64 milreis. This 
jump in the Brazilian rates is due to the abandonment of 
the New York quotation for free sterling as a basis, a step 
which Argentina had already taken in April last. 

The closure of so many European markets presents 
a serious problem to Brazil, Colombia, and the Central 
American “coffee” States, the U.S.A. being now 
virtually the only coffee market left open. A Conference 
is being held in New York in an endeavour to arrange 
for import quotas in the U.S.A. markets for each coffee- 
producing country, as well as a minimum price scale. 
In Colombia, there is considerable uncertainty in busi- 
ness circles, with the remittance situation becoming 
increasingly complicated and difficult, and prospects for 
sterling exchange cover are remote except in the case of 
preferential imports. In Ecuador, the cocoa cron is a 
failure and it has not been possible to avoid currency 
depreciation. A Decree of June 4 establishes exchange 
control, with the Central Bank as the sole buyer and 
= at dollar rates much higher than those recently 
ruling. 

Although Brazil has an increasing variety of agricul- 
tural resources other than coffee, the trade figures for the 
first quarter of 1940 are not encouraging, particularly as 
exports must since have declined steeply owing to the 
extension of the German-occupied territories in Europe. 
The adverse trade balance, which was already £235,000 
sterling at the end of February, was increased by no less 
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than £755,000 in March, making the total debit for the 
quarter nearly £1 million sterling. Coffee exports 
declined to £3,115,000 (gold) from £3,428,000 in the first 
quarter of 1939, and cotton to only £690,000 (gold) from 
£1,272,000, although meat exports rose sharply to 
£833,000 (gold) from £342,000. To the extent that the 
increase in imports is attributable to speculative buying, 
the situation should tend to right itself, but the prospect 
of stemming the decline in exports is not very encourag- 
ing. With regard to coffee, the annual production in 
the State of Sao Paulo alone is at least 6,000,000 bags in 
excess of war-time demands, and the Coffee Depart- 
ment’s decisions as to “sacrifice’’ quotas for the next 
crop year are awaited with intense anxiety by planters. 

Chile’s foreign trade has been greatly affected by the 
loss of European markets which proportionately reduces 
the country’s purchasing power. There are, however, 
encouraging signs of increased copper exports, whilst, in 
reciprocation of Britain’s recent purchases of Chilean 
products for some £2 million, there has been an 
ample supply of sterling to pay for imports from 
Britain, but this is now being exhausted. On the 
other hand, dollars remain very scarce, with no 
definite news regarding the proposed large dollar credit 
from the Export-Import Bank at Washington. Due to 
wartime importation difficulties, the local manufacturing 
production continues to increase, and is reflected in a 
continued increase in the advances and deposits of the 
commercial banks. Peru also is feeling the unfavour- 
able repercussions of the European war and, although 
the 1940 cotton crop is good, so far less than 40 per cent. 
has been sold. The present stringency in exchange is 
hardly likely to improve until Liverpool shows some 
interest in Peruvian cotton. Meanwhile, the Peruvian 
authorities have requested exporters to sell the whole of 
their exchange to the Central Reserve Bank for sub- 
sequent distribution among the commercial banks. 
These sales are being effected at 6.50 soles per U.S. dollar 
and 20.70 soles per £ sterling. Abnormal exchange 
conditions similar to the present, have, however, been 
experienced there on former occasions. With the co- 
operation of all concerned, the situation should eventu- 
ally readjust itself without the need for exchange control. 
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FRANCE 


AVING concluded an armistice with Germany, 
France has become an enemy-controlled territory, 
and correspondence with French banks has had 

to be suspended. French accounts remain blocked under 
a Treasury Order, but need not be declared to the Cus- 
todian of Enemy Property. The French possessions in 
North Africa have also been declared enemy territory, 
and accounts of residents in Algiers, Tunis and 
Morocco, which were originally left free, have now been 
blocked. On the other hand, more distant French 
colonies are not affected by these measures, as it is 
assumed that they will be able to remain independent 
from German and Italian influence. 

Little is known about the fate of the Bank of France 
but it is feared that earlier reports according to which 
the entire gold reserve has been evacuated from Paris 
were unduly optimistic. It is now believed that a substan- 
tial amount of gold has been left in the vaults of the Paris 
Head Office, which were flooded before the withdrawal 
of French troops from Paris. As for the gold and foreign 
exchange held in New York, it is understood that the 
Washington discussions between Mr. Morgenthau and 
Sir Frederic Phillips have produced a formula justifying 
its retention. 

The German army of occupation is spending huge 
amounts of reichsmarks on the purchase of French food- 
stuffs and other goods, and supplies in occupied France 
are being rapidly depleted by such purchases and by 
requisitioning. Since the French people are unable to 
spend the reichsmark notes in Germany—Franco- 
German trade is settled through the clearing—the 
Germans simply obtain something for nothing. Large 
official German purchases are made also on the basis of 
the clearing, which again means that France has to 
deliver the goods without receiving any payment. The 
big German debit balance will probably be offset against 
the French liabilities under the Armistice terms for the 
cost of the German occupation and the upkeep of the 
French prisoners of war. 

The head offices of the French banks are still in 
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Central or Southern France, in Clermont-Ferrand, Vichy 
or Marseilles. Possibly they may be partly re-trans- 
ferred to Paris. Little information is available about the 
fate of the British banks established in France. Their 
Paris offices are, of course, closed down, but reports are 
conflicting about the fate of the branches in non-occupied 
France. 

The German occupation authorities issued an Order 
compelling banks and private individuals to surrender 
their gold and foreign exchange assets. This is contrary 
to the terms of the Armistice, by virtue of which the civil 
administration of occupied territories is supposed to be 
left in French hands. General Weygand is understood 
to have protested against this order. 


ITALY 


With the entry of Italy in the war, the Trading with 
the Enemy Act came to be applied to Italian controlled 
banks in neutral countries. A long list of banks was 
published, giving the names of those Italian banks which 
are classed as enemy banks, those which are suspicious, 
and those which can be regarded as neutral banks. On 
this occasion, the authorities were more swift and more 
efficient than in the case of German-controlled banks 
after the outbreak of war, when it took them some six 
months before some obviously German-owned banks 
were placed on the black list. Nevertheless, even the 
Italian black list is far from complete, and contains 
several glaring anomalies. 

The liquidation of the London agencies of the Banca 
Commerciale Italiana and the Credito Italiano and the 
Representative’s offices of the Banca d'Italia and the 
Banco di Roma is making progress. Since a declaration 
of war had been anticipated for months past, the liquida- 
tion is likely to be a relatively simple matter. It will be 
remembered that during the last war the liquidation of 
the London branch of the Deutsche Bank took years, 
and was not concluded until some years after the ter- 
mination of the war. The volume of business done by 
the Italian banks in London was, however, moderate 
compared with the pre-1914 business of the Deutsche 
Bank. The relatively small amount of Italian agency 
bills and other liabilities and assets outstanding at the 
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time of the entry of Italy in the war will mature within 
three months, and after that the liquidation will be a 
matter of routine. 


THE Low COUNTRIES 


While France, owing to political developments, has 
broken away from the inter-Allied economic and finan- 
cial unity scheme, both Holland and Belgium continue 
to participate in accordance with the agreements reached 
shortly before the French collapse. Thus the Dutch East 
Indies and the Belgian Congo now form definitely part 
of the Sterling bloc, and their currencies are stabilized 
in relation to sterling. The British authorities are entitled 
to make purchases in the Dutch and Belgian Colonies 
against payment in sterling on the basis of the official 
exchange rate. 


Appointments @ Retirements 


Alexanders Discount Co. 

Mr. Bernard Crewdson has retired from the position 
of sub-manager of Alexanders Discount Co. and is join- 
ing the stockbroking firm of Messrs. David A. Bevan & 
Co. He joined Alexanders in 1927 and had previously 
been assistant to the treasurer of Lloyds Bank; in recent 
months he has done valuable work as chairman of the 
Discount Houses Emergency Committee, which was 
responsible for drawing up the market’s war plans. 

Mr. E. J. Bowie and Mr. A. Macnaghton have been 
appointed joint sub-managers of the company. 


Barclays Bank 
Mr. E. H. Lloyd has been appointed an assistant 
general manager of the bank. 


Lloyds Bank 

Mr. D. R. Colville having joined H.M. Forces, Mr. 
M. Brodie Hoare, who had retired, has resumed his duties 
as treasurer at Head Office. Mr. W. H. Barrow Williams, 
who had also retired, has returned to the bank as an 
assistant chief controller in the Advance Department, 
Head Office. 

Mr. H. Grugeon, from Belgravia, S.W., has been 
appointed manager of Bexleyheath branch; Mr. L. H. 
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Bunyard, from Bexleyheath, has been appointed man- 
ager of Richmond branch, Surrey, in succession to Mr. 
J. Bromley, who has retired owing to ill-health after 45 
years’ service. 

Mr. J. W. G. Morgan, M.B.E., from Taunton (F.) has 
been appointed manager of Chippenham branch. Mr. 
J. Robins, from Chippenham, has been appointed man- 
ager of Newton Abbot branch, on the death of Mr. R. A. 
Balkwill. 

On the retirement on account of ill-health of Mr. 
H. T. Quicke, after 40 years’ service, Mr. H. S. Daniell, 
from Wadebridge, has been appointed manager of 
Falmouth branch. Mr. P. A. Gaud, from St. Columb, 
has been appointed manager of Wadebridge branch 
(also St. Columb). 

Mr. R. A. Legat, from Monkwearmouth, has been 
appointed manager of Wallsend branch in succession to 
Mr. C. M. Johnson, who has retired, owing to ill-health, 
after 40 years’ service. 

Martins Bank 

Sir William Gray, Bt., D.L., J.P., has been elected to 
a seat on the North Eastern board of the bank. Sir 
William is chairman of William Gray & Co., Ltd., 
shipbuilders, West Hartlepool, and a director of the 
London and North Eastern Railway Co., The Hartlepool 
Gas and Water Co., the Hull and Netherlands Steamship 
Co., Ltd., and Wilsons and L.N.E.R. Shipping Co., 
Ltd. He is also on the Newcastle Local Board of the 
Liverpool and London and Globe Insurance Co., 
Ltd. 

Sir William was High Sheriff of Durham in 1938-309. 


Midland Bank 
Mr. O. E. Wood, formerly a general manager’s assis- 
tant, has been appointed an assistant general manager. 


North of Scotland Bank 

Mr. Walter B. McKinnon, an assistant inspector of 
branches, has been appointed joint agent at Charing 
Cross branch, Glasgow, along with Messrs. Carstairs & 
Mann, C.A., the present joint agents, in place of Mr. 
Norman Beaton, who has been transferred to another 
office. Mr. McKinnon and Messrs. Carstairs & Mann will 
sign as “agent” and “agents ” respectively. 
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good results. At the outbreak of war there 
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position rapidly improved. In Palestine the 
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import and export business, and this has 
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Two West End Barclays Branches 
By Professor C. H. Reilly 


HIS month we are able to give details of two 
T Barclays branches in the West End, both bearing 

the unmistakable touch of Mr. Curtis Green, R.A., 
though the firm responsible is called W. Curtis Green, 
R.A., Son & Lloyd. They are the Knightsbridge branch 
reconstructed some four years ago and the Bond Street 
one just finished. Both are alterations to old premises, 
but alterations so complete in themselves as to make 
them well worthy of a little study, especially as they are 
the work of so well known an architect. 

Let us take the Knightsbridge branch first. Here the 
problem appears to have been to convert the ground and 
first floor of a large and very ornate corner block of 
shops and offices into premises for the bank, while saving 
the actual corner on the ground floor for the entrance 
to a tube station and leaving above at the first floor level 
a plain space for the latter’s well-known sign. 

Looking at the plan and section first, for we are 
honoured once again with permission to reproduce one 

each of these so long sacrosanct documents, we see that 
the architects have managed to obtain on this strangely 
shaped and cut-into site a fine rectangular banking hall 
rising through two storeys. Below are strong rooms and 
above at the back a large room for clerks. The only 
rooms which suffer from the original sheep tracks, or as 
Le Corbusier says, the donkey-ways which decided the 
run of our streets and conseque ntly the shape of our 
building sites, are the manager’s room and the waiting 
room. These run to odd corners, but I really believe 
Englishmen do not mind that kind of thing very much, 
especially in small apartments. They even feel it makes 
for cosiness. In the manager's room, where there is a 
sharp corner into which an ordinary sized man could 
hardly squeeze, the architects have very wisely treated 
the surfaces with the shallowest possible ‘decoration. There 
have to be the panels and cornices, I suppose, proper to 

bank manager’s room, but they are carried out here 
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VING HALL OF THE KNIGHTSBRIDGE BRANCH OF BARCLAYS | 
LOOKING TOWARDS THE ENTRANCE DOOR 
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with such an extreme delicacy that they merely seem to 
suggest their ordinary prototypes rather than to belong to 
them. They bear indeed much the same relation to the 
usual applied plaster panels and cornices that a little 
Japanese garden in a tray does to a real garden. I confess 
I found them very intriguing, and in these days when all 
such decoration, unrelated to structure yet claiming a 
structural character, is a little declassé, very preferable 
to the full-blown stuff. it is as 1f Mr. Curtis Green said : 
I have to do this kind of thing, being an R.A. and 
working for a bank, but I know how trifling and absurd 
it is especially in this queerly shaped room, so you see I 
am doing it in the sketchiest possible way. 

The great hall, which is a noble apartment, is a very 
different matter. To me it seemed at once a great 17th 
century room in a Genoese palace. The delightful 
vaulted loggia at the far end with the vaults springing 
directly from the capitals of polished Roman Doric 
columns, the great height of the apartment running 
through two storeys with windows high on the wall prob- 
ably induced this feeling. If one could clear out the 
bank counter and all the apparatus of banking which 
hides behind it and carry the fine black and white 
marble floor in big squares across the apartment, one 
might be visiting a princess of the Doria family or be on 
one’s way to receive an honorary degree at the Univer- 
sity of Genoa. It must be fine to work in such a hall, if 
it is well warmed and ventilated, as no doubt it is. If 
one had visited Italy one could dream many hours away 
over one’s ledgers. One must admit, too, that the bank, 
having got for itself so fine an Italian palace apartment, 
has behaved very well. Its special fittings, its counter 
for instance and the metal grille over it, are as incon- 
spicuous and as much pushed to one side as possible. 
One can parade down the marble floor from the entrance 
door to the loggia at the far end and then under the latter 
out by the Sloane Street entrance with as much swagger 
as one likes. There is plenty of room and, better still, 
that suggestion of a grander manner of life which Italian 
palaces provide even in their meaner parts. I enjoyed 
my walk through this bank immensely and am grateful 
to Barclays and to Mr. Curtis Green and to his son and 
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son-in-law for making it possible. One enters what, if 
one dares to raise one’s eyes and look at the upper 
storeys, must be one of the worst buildings in London 

and one has this fine sensation. If the play is the thing, 
this is a grand play. I recommend passers-by to try it 
in these depressing days. 

I have suggested that the original building, still 
showing against the sky with a multitude of gables, urns, 
cornices and knick-knacks of all kinds, was a pretty bad 
one. It is still with great opulence down to the waist 
line. Below Mr. Curtis Green has added a very demure 
skirt decorated with his own special brand of thin 
pilasters and an ordered range of circular headed 
windows, whose order appears to take little notice of the 
disorder above, beyond such as the hidden steel bones 
necessitate. It is a charming skirt, so well tailored, but 
is it not a little cruel to the charms above? But what 
else could the poor architect do in a case like this if he 
could not, as he ought, pull the whole block down and 
rebuild it? As if, however, to admonish a slight rebuke 
to him for his extreme elegance in such surroundings, his 
own skirt has had to be slit up in one place to allow the 
heavy male boot of the Underground Railway to 
protude. To make any sort of harmony between that 
boot and the upper flippancies was clearly a most 
difficult if not an impossible task. Mr. Green’s haughty 
elegance scorning both has certainly brought about one 
of the most amusing pieces of building in London—a 
very plebeian lady but of the finest quality from the 
waist downwards except for one foot! 

If for the proper enjoyment of the Knightsbridge 
branch one must assume the airs of an Italian 
Renaissance prince, for the Bond Street branch by the 
same architect one must pretend to be a lady of fashion. 
If one can enter a bank as such a lady might a 
parfumerie shop, I guarantee one will enjoy it. One 
must not approach this bank with the trepidation for 
instance with which one used to the grim old semi- 
fortified Bank of England, but something quite the 
reverse. Here one probably asks for bank notes in the 
latest colours or to match one’s frock. That is not 
to say this is not a charming branch. It is a perfectly 
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charming one, outside and in. I fell for it at once—I 
think that is the right phrase. If Bond Street had every- 
where a similarly gay and happy use of fine materials, 
Roman Travertine, black and red lacquer paint, blac k 
marble and suchlike things, it would quickly regain its 
old renown once the war were over. I suggest the shop- 
keepers should spend their prese nt compulsory slack 
time getting Mr. Curtis Green and other architects with 
a similar sense of decoration to design new fronts for 
them and new interiors too. Let us have done with old 
fogeyness here at least. 

One will find such an atmosphere has disappeared 
entirely when one enters the bank. The plan shows the 
straightforward spac ious layout of the interior with a 
properly sized manager’s room at the back in the un- 
altered part. The photograph of the interior, however, 
gives no idea of its brilliance, of the bright red lacquer 
for instance to the doors with their Chinese pattern in 
division bars, or of the same colour to the radiators set in 
black marble frames or to the boxes for papers on the 
counter. One would not guess the vertical bars to the 
grille on this counter were of glass. I assure you too 
there is no such effect of lowness as the photograph 
suggests, but rather of a happy cheerful lofty room where 
one would be glad to lunch or dine. The exterior photo- 
graph is better. That does give some suggestion of the 
crisp brilliance of this littlke bank. One can see too the 
Chinese-like divisions of the inner doors and the height 
the banking room must be to take them, a height the 
interior photograph somehow manages to destroy. One 
can feel, outside and in, that the architect has enjoyed 
himself. How well he has placed the bank’s crest as a 
hanging circular plaque echoing the colours of his happy 
front! How well the lettering looks and the numbers 
over the balancing doors. To such happiness fortune 
adds unexpected gifts. Here is a yellow Belisha beacon 
on its black and white post well in the picture. 








